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Some Aspects of Investment Policy 
in Underdeveloped Countries 


In their drive to increase the welfare of their peoples through 
economic expansion the underdeveloped nations of the world are faced 
with the problem of choosing the most suitable way of investing their 
often scarce supplies of capital so as to produce the maximum result 
in the shortest reasonable time. Many apparently conflicting argu- 
ments have been put forward in recent years in support of one type of 
investment policy or another, and in the present article an attempt is 
made to analyse some oj the most important of these in an effort to 
discover how the theoretical criteria underlying the two main lines 
of policy advocated—namely the fairly even spreading of capital 
throughout the economy designed to have an immediate effect on 
unemployment and underemployment, and the investment of relatively 
large sums in particular sectors calculated in the long run to touch off 
a chain reaction of economic growth—may be combined in practice 
to produce a realistic basis for investment policy. 


INTRODUCTION 


HERE is general agreement that shortage of capital, though 

by no means the only obstacle, is one of the main obstacles 
to rapid economic development in underdeveloped countries. Great 
importance therefore attaches to the question how these countries 
can make the best use of the capital they can command. What 
types of investment project should be favoured—large-scale or 
small-scale projects, rural or urban projects, projects in agriculture, 
industry, transport or power, projects requiring much or little 
capital in relation to labour, investments in people (for example 
through education and health services) or in material resources ? 
These are questions on which a good deal of conflicting if not 
contradictory advice is being offered by economists. 

Traditional economic analysis emphasises the importance of 
the “ marginal ” principle (which is equally applicable to all kinds 
of scarce resources)—the principle, namely that capital (like other 
resources) should be so allocated between and within different 
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sectors of the economy that the returns from, or net productivity 
of, the last or marginal unit employed in each of the different uses 
shall be as nearly as possible equal.! If capital is allocated in any 
other way it would be possible to enlarge the national product by 
shifting some capital from uses in which its marginal productivity 
is low to other uses in which its marginal productivity is higher. 
This principle will imply that, in an underdeveloped economy in 
which capital is scarce and labour relatively abundant, capital 
investment in any one direction should be discontinued at a point 
at which the marginal productivity of capital is higher, and that 
of labour lower (because the labour will have less capital to help 
it in its work) than would be appropriate if the country had more 
capital and less labour. To this extent the principle will favour 
spreading capital rather widely and thinly throughout the economy 
and using labour-intensive rather than capital-intensive methods 
of production. 

Some economists, however, have taken the view that if under- 
developed countries spread their capital widely and thinly and 
content themselves with labour-intensive techniques, new invest- 
ment will not make a sufficient impact in any one sector of the 
economy to bring about any radical transformation in the economic 
structure or to achieve a “ take-off into self-sustained growth ”. 
In the view of these economists, whom we may call the “ capital- 
intensive investment” school, it will be more advantageous to 
concentrate a large proportion of newly available capital on the 
establishment of industrial nuclei or islands of advanced and 
relatively capital-intensive technology, even at the cost of leaving 
the rest of the economy starved of capital, in the hope that these 
industrial nuclei or “ development blocks ”, consisting of a number 
of mutually sustaining projects, will constitute strategic growing 
points from which the impulse towards growth will spread to the 
rest of the economy. Individual projects within such development 
blocks may of course be more or less capital-intensive ; this 
approach will, however, call for a certain degree of concentration 
of capital in particular regions or sectors of the economy. 

It is the purpose of this article to examine these two views in 
greater detail with a view to seeing what arguments are advanced 
in support of each, how far they may be reconcilable, and how far 
they may provide practically useful criteria for investment deci- 


‘A. P. LERNER (“ On the Marginal Product of Capital and the Marginal 
Efficiency of Investment” in Journal of Political Economy (Chicago), Vol. 
LXI, No. 1, Feb. 1953, p. 1) and Mrs. Joan Rowinson (in The Accumulation 
of Capital (London, Macmillan, 1956), p. 307) have argued that the “ mar- 
ginal productivity of capital” is not a useful concept. They prefer to speak 
of the marginal efficiency, or the marginal product, of investment. The older 
and more familiar term remains, however, in current use among economists. 
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sions. We shall for the most part leave aside the very important 
question of the means by which governments may seek to apply 
the investment criteria that may be derived from these views. In 
the public sector, of course, governments can directly apply what- 
ever criteria they find acceptable. In addition they possess a wide 
range of instruments for influencing, if they wish to do so, the 
investment decisions that are taken in the private sector—such 
instruments as taxes and subsidies and control over capital alloca- 
tions, foreign exchange and imports. We shall not here examine 
the difficulties of using instruments such as these in an attempt to 
bring about a desired pattern of investment in the private sector, 
except to say that any government measures that seek to affect the 
relative attractiveness of different investment choices are liable to 
have side effects that may not have been intended and that may 
give rise to new problems. . 

Before examining in greater detail the two views distinguished 
above, it may be of interest to inquire whether an appeal to his- 
tory—in so far as there is any conflict between them 4—favours one 
view rather than the other. In all countries that have successfully 
passed through what W. W. Rostow has called the “ take-off ” 
phase in economic development, and achieved a process of “ self- 
sustained growth ”, it seems possible to identify a certain industry 
or complex of industries that have played the leading role in the 
take-off in the sense that their growth has created, or contributed 
in a decisive fashion to, the conditions for expansion in the econ- 
omy. These have ranged from cotton textiles (in Britain, but 
not in other countries), through heavy industry complexes based 
on railroads and military end-products, to timber, pulp, dairy 
products and a wide variety of consumer goods. The introduction of 
the railroad seems historically to have been the most powerful single 
initiator of take-offs. It was decisive in the United States, Germany 
and Russia, and played an extremely important part in Sweden, 
Japan and other countries.2 Arthur Lewis has remarked that “a 
cheap and extensive network of communications is the greatest bless- 
ing which any country can have from the economic point of view ”.8 

It seems to be generally true that even in a mature and growing 
economy forward momentum is maintained as the result of rapid 
expansion in a limited number of sectors, whose expansion creates 
opportunities for further growth elsewhere. “The behaviour of 
sectors during the take-off is merely a special version of the growth 


1On this point see p. 405 below. 

2W. W. Rostow: “The Take-off into Self-sustained Growth”, in 
Economic Journal (London), Vol. LXVI, No. 261, Mar. 1956, pp. 45-46. 

3 William Arthur Lewis: The Theory of Economic Growth (London, George 
Allen and Unwin, 1955), p. 73. 
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process in general ; or, put in another way, growth proceeds by 
repeating endlessly, in different patterns, with different leading 
sectors, the experience of the take-off.” 1 The industry or sector 
playing the leading role at any time seems in general to be an 
industry or sector employing a relatively modern technology. 
The fact that some industries and economic sectors grow much 
faster than others might at first sight be regarded as providing 
support for the capital-intensive approach to investment policy, 
in so far as this approach seeks deliberately to establish or favour 
industrial nuclei or development blocks. In fact, an appeal to 
history lends.very doubtful support to this approach, in any sense 
in which it differs from the marginal productivity approach. For, 
firstly, as will be suggested below, rapid growth in certain rather 
narrow sectors or even in a single sector of an economy is entirely 
compatible with a marginal productivity approach to investment 
policy. And secondly, there have been many cases in which the 
establishment of capital-intensive industrial nuclei has‘ entirely 
failed to trigger off a process of growth in the rest of the economy, 
—oil installations in the Middle East, for example, or certain 
mining developments in some Latin American countries. It may, 
it is true, be argued that these were primarily in the nature of 
foreign concessions, undertaken in the interests of overseas investors 
and consumers rather than in those of the countries concerned, 
that most of the proceeds went (or until recently have gone) abroad, 
that indigenous people were not given access to managerial posts 
and that indigenous workers received very little training. Factors 
of this kind may be considered sufficient to account for the co- 
existence of outposts of advanced technology with relative stagna- 
tion in the rest of the economy. Or a part, and perhaps the major 
part, of the explanations may lie in the fact that the conditions for 
a take-off into sustained growth—notably a rate of investment 
sufficient to provide the necessary infrastructure of transport, 
power and so on, and a class of people able and willing to discharge 
the functions of entrepreneurship on a sufficient scale—were not 
present. 
Concentration on heavy industry using a relatively capital- 
intensive technology has played a major role in the economic 
development of the U.S.S.R. On the other hand W. W. Lockwood 
has pointed out that “if Japan’s experience teaches any single 
lesson regarding the process of economic development in Asia, 
it is the cumulative importance of myriads of relatively simple 
improvements in technology which do not depart radically from 
tradition or require large units of new investment.... For any 


1 Rostow, op. cit., p. 44. 
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poor country beginning to industrialise, one of the crucial problems 
is to introduce and spread such innovations as widely as possible.” * 

The facts of history as they relate to economic growth are 
therefore capable of different interpretations, and do not provide 
any simple test of the validity of either of the two views regarding 
investment policy in underdeveloped countries that we now 
proceed to examine. 


THE MARGINAL PROobDUCTIVITY APPROACH 


The basic reasoning underlying the marginal productivity 
approach is simple, and can be illustrated by means of a simple 
diagram. It rests upon the proposition that as more capital is 
employed in any project or any undertaking in combination with 
given amounts of labour and land, the increment of product 
attributable to the utilisation of additional capital will after a 
time start to fall off. (As a factory, a farm or a mine becomes 
better equipped with capital, the need for yet more capital, after 
a point, becomes less urgent.) This state of affairs is illustrated 
in the accompanying diagram, in which the amount of capital 
invested in the various projects (measured in any convenient 
units, for example blocks of £100) is measured horizontally, and the 
productivity of successive increments of capital is measured 
vertically. The aggregate product of the three projects taken 
together will be greatest if capital is invested in each project up 
to the point at which its marginal productivity (the productivity 
of the last unit of capital employed) is as nearly as possible equal 
in each project. This situation is depicted in the diagram, the 
productivity of the last unit of capital invested in each project, 
D, G and L, being equal in each case to OP. If capital had been 
allocated between the projects in any other way the total product 
would have been less. If, for example, the marginal unit of capital 
invested in Project II had been invested instead in Project III, so 
that the marginal productivity of capital would have been OQ in 
Project I] and OR in Project III, the community would have lost 
an amount of product worth OP in Project II and gained a smaller 
amount of product, worth OR, in Project ITI. 

This simple proposition needs, however, a number of qualifi- 
cations, which go a long way to destroy its simplicity and to cast 
doubt on its practical usefulness. In the first place it is necessary 
to say that the marginal productivity of capital should be as 
nearly as possible equal in all uses, and not exactly equal, because 


1 The Economic Development of Japan: Growth and Structural Change 
1868-1938 (Princeton, University -Press, 1954), pp. 198-199. 
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MARGINAL PRODUCTIVITY OF CAPITAL 
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certain investments have to be made, if at all, on a certain minimum 
scale. A country with gold-bearing ore, for example, might not 
be able to mine it without a rather substantial investment. Where, 
instead of investing a little more or a little less in any particular 
direction it is necessary for technical reasons to invest much more 
or much less, it may be necessary either to desist from further 
investment in a particular direction at a point at which the marginal 
productivity of capital remains considerably higher than it is in 
other uses or to push on with investment in this particular direction 
to a point at which the marginal productivity is considerably 
lower than it is elsewhere in the economy. 

Secondly, even in a situation in which there might be no 
advantage in a different allocation of small amounts of capital 
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between different uses, it might be advantageous to devote large 
amounts of capital to particular sectors, industries or projects, if 
this would make possible the use of an entirely different and more 
productive technology. For example, while small amounts of 
additional capital invested in improving or increasing the number 
of handlooms in a country’s cotton textile industry might have a 
low productivity, it is entirely conceivable that high returns might 
be obtained from investing enough capital in the industry to 
transform its structure from a handloom to a power-loom basis.! 

Thirdly, there is the question of the time-period that we have 
in mind in evaluating marginal productivity. The productivity 
of resources in different uses will depend upon the relationship 
between costs of production and the prices of the ‘products 
produced, and these in turn are matters of supply and demand. 
In the short run the aim may be to adjust the utilisation of 
resources to prevailing conditions of supply and demand, but in 
the long run supply and demand will themselves be affected by 
investment decisions. An investment which enabled a new commod- 
ity -or service to be placed on the market might have a low 
productivity so long as few people knew about or wanted the 
product ; but the mere fact of its being placed on the market and 
being tried out in the first place by a few people might in time 
lead large numbers of others to desire it, and in the longer run the 
investment might be highly productive. Moreover, cost conditions 
also may change over a period of time, so that, as managements 
and workers acquire knowledge, skill and experience in a particular 
line of production it may become possible to produce at relatively 
low costs a commodity which, initially, could only be produced at 
high costs. This is the basis for the argument for temporary 
protection or other assistance for. “ infant ” industries. 

Another important set of qualifications to the marginal 
productivity doctrine arises from a distinction that is often drawn 
between private marginal productivity and social marginal 
productivity. The private marginal productivity of capital in 
any use is the rate of return on the last unit (say the last £100) 
of capital invested to the entrepreneur who makes the investment. 
This may be greater or less than the social marginal productivity, 
by which is meant the annual value of this investment to society. 
Many investments of incalculable value to society would not be 
undertaken at all, or would be undertaken on a totally inadequate 
scale, by private enterprise because the benefits are widely diffused 
and it would not be feasible to charge individual consumers a 


” 


1 United Nations: Measures for the Economic Development of Under- 
developed Countries (New York, 1951), p. 49. 
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price for these benefits. In many cases the benefits are of such 
a nature that it is difficult or impossible to attach a monetary 
valuation to them—for example, the benefits resulting from 
public education and public health services. Other investments 
that are of a kind to attract private enterprise may, from a social 
point of view, be carried too far or not far enough in the absence 
of state intervention because they incidentally yield disservices 
or services to persons other than the producers or consumers 
of the particular commodity concerned. A much-quoted example 
is that the social productivity of a factory that will add to the 
tons of soot deposited annually from factory chimneys in a heavily 
industrialised area will be less than its private productivity. The 
inconvenience of more “smog” and the higher laundry bills 
imposed upon the community do not enter into the private costs 
of an entrepreneur deciding whether or not to erect a new factory, 
but are elements in social costs. Conversely there will be cases 
where social marginal productivity exceeds private marginal 
productivity. This may be true, for example, of resources devoted 
to research, from which great practical benefits often follow of 
such a nature that they can neither be patented nor kept secret, 
and so benefit others besides the entrepreneur who seas the 
resources that have made them possible. 

Even in highly developed private enterprise economies such as 
that of the United States the pricing system—the structure of 
prices and costs resulting from the free play of market forces—is not 
the sole guide to investment decisions. The State provides, or 
supplements the private provision of, certain goods and services, 
and takes steps (for example, by imposing import duties or excise 
duties on alcohol and tobacco) that differentially affect the attrac- 
tiveness to private enterprise of different types of investment. 

If we cannot rely solely on the pricing system as a guide to 
investment decisions in a highly developed economy, still less, it 
is argued, can we do so in an economy in which the pricing system 
is still in process of being called into existence—in which the bulk 
of the population may still be living in a predominantly subsistence 
economy and an exchange economy may predominate only in 
certain urban centres. The notion that any business transacticn 
may confer uncompensated benefits or impose uncompensated 
costs on third parties or on the community as a whole seems to 
have even wider implications for policy in underdeveloped than 
in advanced economies. Most writers who stress the importance 
of the marginal principle therefore take the view that the objective 
of policy should be defined in terms of an attempt to equate not 
the private but the social marginal productivity of capital in all 
uses. 











INVESTMENT POLICY IN UNDERDEVELOPED COUNTRIES 397 


To substitute the concept of social marginal productivity for 
that of private marginal productivity is, however, a big step to 
take, and opens the door to all sorts of difficulties of interpretation. 
If it is desired to bring the whole of a country’s investment pro- 
gramine within the framework of marginal analysis it will be 
necessary to attach an arbitrary monetary valuation to the pro- 
ducts of social investments in such things as education and public . 
health services. Alternatively and more pragmatically it may be 
decided that the country’s investment programme isto consist of 
a certain independently determined expenditure on things of this 
kind, plus such other projects of all kinds as may be considered to 
satisfy the social marginal productivity criterion. To apply this 
criterion it will be necessary—wherever it is judged that the annual 
value to society of a particular project differs from the annual 
return it would yield to a private entrepreneur—to attach a 
“shadow ” or “ accounting ” price to the product, reflecting the 
social value attributed to it. Wherever it is judged that the cost 
to society of a particular project differs from what it would cost 
a private entrepreneur to undertake it, it will be necessary to 
apply a shadow cost. And it will be these shadow prices and costs, 
and not the market prices and costs, if any, that should be used in 
ranking investment projects and determining which are worth 
undertaking and which are not. 

Not all writers make the same list of factors for which it may 
be considered appropriate to correct market prices and costs, but 
each of the following items has some place in the literature : 


(1) A country’s currency may be overvalued (i.e. foreign 
exchange may be rationed and sold at a price that does not reflect 
its market value) and there may be good or bad reasons why the 
government does not wish to devalue the currency. It may then 
be considered appropriate to add something to the private cost of 
all projects that use foreign exchange or to deduct something from 
the private cost of all projects that save foreign exchange. 

(2) It may be appropriate to correct market prices and costs 
for the effects of tariffs or other discriminatory taxes, and of sub- 
sidies. 

(3) It may be appropriate to correct for monopolistic distor- 
tions in the price structure. 

(4) Certain projects are likely to purchase some of their require- 
ments from undertakings, such as transport undertakings in 
sparsely populated areas, that are not fully utilising their capa- 
city. These undertakings, unless they enjoy a subsidy, will have 
to charge a price that covers their average costs of production ; 
but since by hypothesis their capacity is not fully utilised, the 
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actual cost to them of providing the additional units of commodity 
or service that a particular investment project requires may be 
considerably below this ; and it is this lower level of cost, rather 
than the market price, that should be applied for purposes of 
determining whether a project is worth undertaking. This is an 
important practical consideration. Some investment projects do, 
and others do not, assist a community in making fuller use of 
equipment or facilities that, on account of economies of scale, 
have had to be (or that in any case have been) provided on a scale 
more than sufficient to meet the community’s present needs. Once 
a railway track has been laid it is capable of carrying a considerable 
volume of traffic, perhaps more than will be available for a -good 
many years. Unless it receives a subsidy it will have to charge 
freight rates sufficient to cover its costs. So long as the volume 
of traffic is small its freight rates per ton-mile will have to be high. 
But the additional cost of providing a certain amount of additional 
transport may be low. If a new investment project purchases 
transport from this undertaking and thus helps it to utilise its 
capacity more fully, it is the (low) level of the additional or mar- 
ginal costs of providing the additional transport that should be 
applied for planning purposes in assessing the social desirability 
of the project, rather than the (perhaps considerably higher) 
freight rates that .may in fact have to be charged if the transport 
undertaking is to be able to pay its way. More generally, if an 
investment project purchases some of its requirements from pro- 
ductive units that are producing under conditions of decreasing 
costs !, a shadow price reflecting only the marginal costs of pro- 
ducing these requirements will provide a better measure of their 
cost to society than a market price including an ade qu ate contri- 
bution to overhead costs. 


(5) Different investment projects will yield series of returns 
continuing for longer or shorter periods into the future and dis- 
tributed in different proportions between the near and the distant 
future. The ranking of such projects will depend on the rate of 
interest used in discounting the value of future goods. The expec- 
tation of being able to sell goods for £100 ten years hence is not 
worth £100 now, but how much less it is worth depends upon the 
rate of interest used in the calculation. The higher the rate of 
interest, the greater the difference will be. Market rates of interest, 
influenced as they are by short-term fluctuations in a country’s 
balance of payments and credit situation, may very imperfectly 
reflect a community’s long-term time preferences, and it may be 


? That is to say, that can produce at lower costs per unit the more units 
they produce. 
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appropriate to apply a shadow rate of interest, reflecting the 
government’s view of the community’s time preferences, when 
ranking investment projects. 

(6) Wherever there is heavy unemployment or underemploy- 
ment the private cost of employing labour may, it is argued, greatly 
exceed the social cost. If we identify the social cost of employing 
one more worker in any undertaking with the value of what he 
would have produced instead if he had made some other use of 
his labour, the social cost will be nil if the worker was wholly 
unemployed and may be very low if he was greatly underemployed. 
But the private cost—his wage together with any other costs to 
the employer—will have to be at least high enough to feed, clothe 
and house him and, on account of trade union action or social 
legislation, may be higher than the bare minimum for subsistence. 
The discrepancy, in these conditions, between the private and the 
social cost of employing labour has been advanced as an argument 
for spreading capital even more thinly than would be appropriate 
if the aim of policy were to equate the private marginal produc- 
tivity of capital in all uses. Given the wage that has to be paid, it 
is argued that private enterprise will tend to employ less labour 
and more capital than would be appropriate under the rule of 
equating social marginal productivity, and that governments 
should use their influence, by subsidising the employment of labour 
or in-other ways, to counteract this “ distortion ”. 


A good deal might be said on each of these six points. Here 
there is space for comment only on the last of them. For three 
reasons there would seem to be some danger of exaggerating the 
importance of this argument. First, there may be some tendency 
to exaggerate the number of people in underdeveloped countries, 
particularly people on the land, whose marginal productivity, if 
they are not provided with wage-earning employment, is nil. 
While many peasant farmers and others on the land may have little 
to do for much of the time, they may be badly needed at harvest 
time and perhaps at other peak seasons too, so that throughout 
the year they must be regarded as providing the service of avail- 
ability. Loss of such availability is a social cost and might seriously 
affect harvest yields. Secondly, one can scarcely identify the 
social cost of providing additional wage-earning employment 
merely with the loss of satisfaction to consumers resulting from 
any fall which may occur in agricultural or other output previously 
produced by those for whom wage-earning jobs are now provided ; 
there may also be a loss of satisfaction to producers. At the same 
level of remuneration (whatever the form of the remuneration) 
workers might have reasons for preferring to remain on the land 
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rather than accept wage-earning employment—they might value 
leisure highly or they might dislike the conditions associated 
with industrial work. If there is any such loss of satisfaction, 
this is an element in social cost for which they will have to be 
compensated, and which will tend to bring the social cost of 
providing wage-earning employment for them up towards the level 
of the wage or private cost. (“ Welfare economics” tends to 
devote a good deal more attention to consumers’ preferences than 
to producers’ preferences.) Thirdly, there may be other elements 
in social cost that cannot be neglected. Unless wage-earning 
employment can be provided on the spot, workers will have to 
move in order to take up such employment, and this will involve 
costs of transport. If they move to towns they will have to be 
provided with somewhere to live, and other forms of social capital. 
They may also need various forms of training which, however 
desirable, cannot be provided without costs. All these things will 
make demands on resources which will constitute real social costs. 


ARGUMENTS FOR CAPITAL-INTENSIVE INVESTMENTS 


One can distinguish several strands of thought in the arguments 
that have been put forward in favour of capital-intensive invest- 
ments in underdeveloped countries. 

In the first place it may be argued that, for various political 
and administrative reasons, fewer resources than would be 
economically justified may go into capital-intensive projects.} 
Thus A. O. Hirschman has argued in a recent article that— 


In contrast to widespread impressions, the most pervasive tendency 
of governments of underdeveloped countries in making their investment 
decisions, is not so much the obsession with one dam or one steel mill as 
the dispersal of funds among a large number of small projects scattered 
widely over the national territory. 

While this pattern is dominant only in countries where dynamic eco- 
nomic growth has not yet taken hold, it can be said to exert a steady pull 
in practically all underdeveloped countries.2 — 


The author distinguishes a number of reasons for this view. 
Firstly, governments need support from all regions. It may be 


1 There are of course other and more familiar arguments tending in the 
opposite direction, notably the argument that such projects are attractive 
because they tend to enhance national prestige. 

* A. O. HiRSCHMAN: “ Investment Policies and ‘ Dualism’ in Under- 
developed Countries ”, in American Economic Review (Los Angeles), Vol. 
XLVII, No. 5, Sep. 1957, p. 551. This argument is not put forward by the 
author in the context of a discussion of the relative advantages of a marginal 
productivity versus a more capital-intensive approach to investment 
planning. 


, 
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politically dangerous to foster a belief that one region within a 
country is being unduly favoured. Secondly, small projects need 
comparatively little engineering and planning talent. The prepara- 
tion of large projects to a point at which they are ready for financing 
may need a great deal of both, and these are very scarce resources. 
Those who dispose of funds may not wish to commit themselves 
in advance to financing projects that, when thoroughly surveyed, 
may not appear attractive. But, equally, governments will not 
wish to devote scarce resources to thorough economic and 
engineering surveys of possible projects without some degree of 
assurance that if the survey is promising funds will be forth- 
coming. Thirdly, governments will not wish to raise expectations 
which they may find themselves unable to fulfil. The mere 
undertaking of an economic and engineering survey of an 
ambitious project in a particular region, however much the 
government may insist that this involves no commitment, is likely 
to raise expectations. 

These are arguments for the view that, at least in the earlier 
stages of economic development, the scales are weighted against 
large-scale capital-intensive projects or the establishment of 
development blocks. It may be argued further that the deliberate 
establishment of development blocks will be the best way of achiev- 
ing a “ take-off into sustained growth ”. It is a familiar fact all 
over the world that-a great proportion of new undertakings, large 
and small, tend to be established, and a great proportion of the 
growth that takes place in existing undertakings tends to occur, 
in or near large centres where an industrial nucleus already exists. 
Proximity to markets, dependence on other undertakings for 
materials or components, and availability of power, transport 
facilities, a more or less trained labour force accustomed to the 
discipline of industrial work, and various ancillary services such 
as repair services and banking anid credit facilities, are among the 
reasons for this.1 If these are the conditions in which growth 
occurs spontaneously, these are the conditions, it may be argued, 
that investment policy should seek deliberately to create in under- 
developed economies. 

Another strand of thought in the case for a capital-intensive 


1, Perroux has reminded readers that the growth of an industry A 
may enhance the profits of an industry B which purchases resources pro- 
duced by industry A, of an industry C whose products are complementary 
to (i.e. are demanded jointly with) the products of industry A, of an industry 
D whose product is a (presumably cheaper) substitute for productive resources 
used in industry A, and of an industry E whose products are consumed by 
the individuals whose incomes are increased by the growth of industry A. 
(Francois PErroux: “ Note sur la notion de ‘ pdle de croissance’ ”, in 
Economie appliquée (Paris), Tome VIII, Nos, 1-2, Jan.-June 1955, p. 312, 
footnote 1.) 
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approach to investment planning in underdeveloped countries is 
the argument that this will make possible a more rapid rate of 
investment. because it will not be necessary to distribute so much 
income to labour as under a more labour-intensive approach. If 
labour-intensive methods are adopted more workers will immediate- 
ly be brought into employment from the pool of surplus labour that 
is found in so many of these countries. They will have to be paid 
wages, but it will be unrealistic to expect them to save. Consump- 
tion will expand by the full amount, or very nearly the full amount, 
paid out in additional wages, and there will be less left over for 
saving and investment, the importance of which, for sustained 
economic growth, can scarcely be exaggerated. Of course it is 
highly desirable to provide additional employment opportunities 
as soon as it is safe to do so, but to do this too soon (so the argu- 
ment runs) is to risk disaster, whereas a policy of capital- 
intensive investments, and of reinvesting the income they 
generate, will make it possible within quite a few years to 
provide more new jobs with the new capital that is created than 
it would have been possible to provide with a labour-intensive 
investment policy. 

One statement of this argument is — in an article by 
W. Galenson and H. Leibenstein.! They do not entirely jettison 
the marginal approach, but their prescription for policy is that 
the policy-maker should try to equate not the marginal produc- 
tivity of capital in all uses, but what they call the “marginal per 
capita re-investment quotient ”, which seems to be defined as net 
productivity per worker minus consumption per worker. The 
article includes a table showing, on certain assumptions, the 
amount of employment provided over a period of time by an 
initial investment of 1,200 rupees in various types of cotton textile 
machinery. If this sum is invested in handlooms (cottage industry) 
it will initially provide, on these assumptions, employment for 
35 people, but there will be no margin for reinvestment and after 
25 years the number of jobs provided will still be 35. If on the 
other hand the same sum is invested in a large-scale modern mill, 
it will initially provide employment for five workers, but, thanks to 
reinvestment of a large proportion of the income generated, the 
additional employment will exceed 12,000 after 25 years. Among 
the assumptions on which this calculation rests are that every 
penny paid in wages is spent on consumption and that every penny 
not paid to labour is reinvested. Also, no allowance is made for 
capital depreciation. The authors do not discuss the problem of 


1W. GALENSON and H. LEIBENSTEIN: “ Investment Criteria, Pro- 
ductivity and Economic Development ”, in Quarterly Journal of Economics 
(Cambridge, Mass.), Vol. LXIX, No. 3, Aug. 1955, p. 343. 
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ensuring that the entire surplus over and above what is paid to 
labour is in fact reinvested. One may feel that they have left 
out of account a large part of the problem, and they would no 
doubt agree that their table greatly exaggerates the difference in 
employment creation over time that would in practice be likely to 
result from the different types of investment. Nevertheless even a 
small fraction of the difference shown in their table would be a 
very important matter. 

This line of argument is supported by an appeal to Malthusian 
views. The authors argue that many underdeveloped countries do 
not have achoice between slow and relatively comfortable develop- 
ment on the one hand and rapid development achieved by means 
of rapid investment and restricted consumption on the other. They 
believe that the latter is the only road to development. They 
argue that there is a critical “ minimum effort ” hurdle that must 
be overcome early in the development process if development is 
to be self-sustaining, and that rapid population growth (which 
they believe will be stimulated by a labour-intensive pattern of 
investment) ! will very greatly reduce the chances of overcoming 
this hurdle because it will reduce the ratio of capital to labour, 
the “ per capita output potential ” and the “ per capita re-invest- 
ment quotient ”. 

Two other arguments for a capital-intensive approach may be 
mentioned. One is that failure to introduce capital-intensive 
techniques at the outset of the industrialisation process may 
create insurmountable institutional barriers to modernisation at 
a later stage, particularly in democratic communities. A newly 
established factory has considerable latitude in determining its 
labour-capital ratio, because the labour force has not yet been 
called into being, or does not know of the alternatives. But, it is 
argued, a labour force once called into existence on the basis of 
labour-intensive techniques may effectively resist subsequent 
labour-saving modernisation. 

Finally, the establishment of a certain number of modern 
capital-intensive plants may be advocated as a means of providing 
training and experience for management and labour in modern 
technologies and of helping to remedy the shortage of experienced 

1 But see on this subject H. H. ViLLarpD: “ Investment Criteria, Pro- 
ductivity and Economic Development”, in the Quarterly Journal of Econo- 
mics, Vol. LX XI, No. 3, Aug. 1957, p. 470. It may be added that H. BEL- 
SHAW, in a book primarily concerned with population growth, argues strongly 
for small-scale investments with low capital intensity, on the grounds that 
these will provide wider training in entrepreneurship and management and 
wider diffusion of employment opportunities and other benefits resulting 
from investment. See H. BELSHAW: Population Growth and Levels of Con- 


sumption, with Special Reference to Countries in Asia (London, George Allen 
and Unwin, 1956). 
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and competent management and skilled labour in underdeveloped 
economies. Moreover, good managers being scarce, it may be 
desirable to ensure that they are employed in undertakings large 
enough to give full scope for their abilities. On the other hand it 
may be argued that the management of a large undertaking is 
much more difficult than that of a small undertaking, and that a 
country in which there are few persons capable of directing and 
managing large undertakings efficiently may yet contain a large 
number of persons capable of running small businesses well. Capital 
being scarce, concentration upon large-scale capital-intensive invest- 
ments will reduce the amount of capital available for small busi- 
nesses. But “the growth of an economy usually requires a large 
number of small changes, each taking advantage of local oppor- 
tunities and availability of resources, and each in turn making 
further growth possible. Dispersal of savings and dispersal of 
entrepreneurship are important aspects of economic development 
even in countries in which the State has played an important part 
as provider of capital or as manager of business enterprises.” ! An 
economy in which capital is available on reasonable terms for 
small businesses may provide opportunities for training and pro- 
viding industrial experience for greater numbers of entrepreneurs, 
managers and skilled workers than an economy in which available 
capital is dispersed less widely. 

These two arguments point in opposite directions ; the weight 
to be attached to each would seem to depend in part upon the 
nature of the industries and processes under consideration. 
Hirschman, in the article already cited, points out that co-opera- 
tion in large organisations meets with special difficulties in under- 
developed countries. In certain industries, particularly those that 
are “ process-dominated ” in the sense that a routine is imposed 
by the nature of the processes ?, he believes that advanced, capital- 
intensive technology may be a very great help to efficiency both 
of management and labour. Management has the very difficult 
work of focusing human wills and co-ordinating human actions in 
such a way as to get a complicated series of tasks performed in the 
proper sequence and at the right time. This will be a great deal 
easier to achieve in industries and plants where machines and 
mechanical or chemical processes predetermine to a considerable 
extent what is to be done, where it is to be done and at what point 
of time. Such plants can only be run in accordance with a certain 


1P. T. Baver and B. S. Yamey: The Economics of Underdeveloped 
Countries (London, James Nisbet, 1957), p. 201. 

2 For example, oil refining, brewing or other industries in which a plant 
has a definite capacity, as contrasted with “ product-dominated” industries, 
such as the construction industry, in which this is not so. 
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routine, and once the routine has been established it is not particu- 
larly difficult to maintain it.1 Advanced technology may help 
not only management but also labour to maintain a higher level of 
efficiency. The most obvious example is that “an untrained 
labour force is likely to perform incomparably better in machine- 
paced operations [than in worker-paced operations] not so much 
because of a tendency towards slacking when the machine does 
not compel the work as because machine-paced operations provide 
for steadiness of pace and regular brief rest periods which the 
inexperienced self-paced operator has difficulty in observing ”.? 
In addition, Hirschman suggests that “ modern machinery and 
equipment have a more subtle influence in imducing efficiency at 
all levels of labour and management. With better and more modern 
machinery, all personnel feel an obligation to live up to the per- 
formance of the equipment, just as better highways induce better 
driving habits and modern sanitary facilities better habits of 
cleanliness and hygiene.” * In industries, however, that are “ pro- 
duct-dominated ” there is no routine imposed by the nature of 
the processes and nothing to alleviate the difficulties of large-scale 
management. 


CAN THE Two APPROACHES BE RECONCILED ? 


Is there a real conflict between the two points of view dis- 
tinguished above ? There is some difficulty in discussing this 
question, for each approach lacks precision. A “ social marginal 
productivity ” approach without further definition will not give 
an unequivocal answer to the question what specific projects should 
be included in an investment programme, for the claims of different 
projects will depend upon the interpretation that is given to the 
concept and the value judgments underlying this interpretation. 
A “ capital-intensive investment ” approach without further defi- 
nition is even less precise. Nevertheless a certain number of points 
may be made. 

The first is that a marginal productivity approach will not 
necessarily mean spreading capital widely and thinly throughout 
the economy. It seems probable that this approach will, in accord- 


1 Hirschman finds here an explanation for a common experience that in 
many underdeveloped countries efficiency is far higher in the plant opera- 
tions than in the office operations of manufacturing concerns. He suggests 
that if personal services could be exported at moderate transport costs, the 
highly developed countries would export such services as maintenance of 
machinery, buildings and roads, the issue of government permits or the 
handling of personnel relations, importing in return such things as steel 
and cement from underdeveloped countries. 

2A. O. HIRSCHMAN, op. cit., p. 563. 
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ance with the theory of comparative costs, lead to some degree of 
specialisation in underdeveloped countries in sectors of the econ- 
omy in which labour can be intensively used, and, within limits 
set by the technical possibilities of substituting labour for capital, 
on labour-intensive methods of production within these sectors. 
But there appear to be several reasons why the difference between 
the two approaches should not be exaggerated—why, in the matter 
of prescriptions for policy, they may tend to converge. A much- 
quoted report, after stressing the importance of the marginal 
principle, speaks of advancing “on all fronts simultaneously ”. 
This, however, cannot be taken literally as a description of the 
implications of the marginal approach. There may well be some 
sectors producing goods with a high labour content in which it 
will not be appropriate to invest. For example, the marginal 
productivity rule will not lead to investment in simple agricultural 
tools or machinery if the limiting factor checking the growth of 
agricultural output is a shortage not of capital but of land, for the 
marginal productivity of capital invested in this way would then 
be nil. Such investment would have the effect of enabling peasants 
to produce the same output with rather less time and trouble 
and would simply increase the amount of underemployment in 
agriculture. 

Again, if one turns to the choice between large-scale and small- 
scale industry, it is by no means clear that a marginal productivity 
approach will always favour the latter. It has been argued that 
the proportions in which small-scale industry uses productive 
resources (broadly speaking, much labour and little capital) corre- 
sponds more closely with the relative availabilities of productive 
factors in underdeveloped countries than does the proportion in 
which large-scale industry uses these resources. It is true that 
small-scale industry uses more labour, but it is doubtful how 
generally it will be found that it uses less capital, per unit of output, 
than large-scale industry. Some Indian figures suggest, though 
they are not conclusive, that the productivity of capital as well 
as of labour is higher in large-scale undertakings, at least in a wide 
range of industries.? 

Yet again, it may be entirely compatible with the marginal 
productivity rule and with comparative cost conditions that an 
underdeveloped economy should develop certain capital-intensive 
sectors if it possesses natural resources that can only be exploited 


1 Measures for the Economic Development of Underdeveloped Countries, 
op. cit., p. 49. 

2 V. V. Buatt: “ Capital-Output Ratios in Certain Industries : A Com- 
parative Study of Certain Countries ”, in Review of Economics and Statistics 
(Cambridge, Mass.), Vol. XXXVI, No. 3, Aug. 1954, p. 317. 
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by capital-intensive methods. Oil in the Middle East and gold in 
South Africa are classical examples. It would therefore be a 
mistake to conclude that the marginal productivity approach is 
incompatible with the development of strategic growing points 
and industrial nuclei to which so much importance is attached by 
the other school. Nor, it may be suggested, should cases of this 
kind even be considered exceptional. At any time an appreciable 
shift in the conditions of demand or supply—a discovery, an 
invention, the possibility of exploiting a new technique—may open 
up new opportunities that may make it appropriate under the 
marginal productivity rule to devote a large proportion of newly 
available capital to investment within a rather narrow sector. 
This appears particularly likely once development has acquired a 
certain momentum in a particular sector or region. Once this 
happens, bottlenecks are apt to appear—such serious shortages of 
certain things, for example electric power, water, housing or 
transportation and such vigorous demands for them that the path 
of further development, for a time at least, may be virtually imposed 
by these shortages, and investment decisions may become, for the 
time being, “ remarkably and unexpectedly obvious ”.} 

Some writers seem to fear that a marginal productivity approach 
will lead to neglect of the infrastructure of transport and power 
needed for economic development and of those interactions between 
industries that enable one industry to derive economies or oppor- 
tunities from the rapid growth of another. This would be a valid 
criticism of the marginal productivity approach if under that 
approach the output stream of each industry were considered and 
valued in isolation, without regard for the repercussions on the 
sides both of demand and supply that would be expected to follow 
from the simultaneous growth of other industries. But no writer 
who has advocated a marginal productivity approach would 
propose to interpret it in this way. The State must certainly, and 
does, step in to provide those services and facilities that are required 
for growth but that are not remunerative to private enterprise. 
And a private entrepreneur, looking ahead and making plans for 
the future, does not ignore what is going on elsewhere in the econ- 
omy. This argument appears on analysis to be an argument not 
for jettisoning the marginal productivity approach, but for being 
concerned with the social rather than with the private marginal 
productivity of capital. It may also be an argument for taking a 
rather long-term view of social marginal productivity, i.e. attaching 
a relatively high present value to returns that will accrue in the 
rather distant future. 


1 HIRSCHMAN, op. cit., p. 553. 
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This last point is a crucial one. If the application, for purposes 
of ranking investment projects, of a shadow rate of interest con- 
siderably below the market rate is accepted as being compatible 

‘with a marginal approach to investment policy, any real anti- 
thesis between that approach and the capital-intensive approach 
disappears. At a low rate of interest investment projects yielding 
low returns in the present and the near future, but expected 
to yield high returns in the distant future, would rank highly in 
terms of marginal criteria ; and these may include a high propor- 
tion of capital-intensive investments.. It is true that there would 
not be enough capital to invest in all projects whose returns would 
more than cover their costs if costs were calculated on the basis of 
a shadow rate of interest below the market rate. But a govern- 
ment could, in principle, rank competing projects in order of their 
marginal productivity and do its best to ensure that as many of 
the highest-ranking of these were undertaken as could be under- 
taken with the available capital. It is, however, only if social 
marginal productivity is interpreted and valued in this particular 
way that the two approaches we have distinguished may merge 
into one. For the purposes of this article it will be convenient to 
maintain the distinction between them, using the words “a mar- 
ginal productivity approach ” as a shorthand way of writing “a 
marginal productivity approach that does not apply, for purposes 
of ranking investment projects, a shadow rate of interest con- 
siderably below the market rate ”.? 

Another argument for a capital-intensive approach—and one 
that is perhaps the crux of the case—is that this will make pos- 
sible a more rapid rate of investment because it will not be neces- 
sary to distribute so much income to labour as under a more 
labour-intensive approach. It should be noted that if the national 
propensity to consume were equal under the two approaches, the 
marginal productivity approach would favour the growth as well 
as the short-run maximisation of the national income, because out 

_of a larger total income more would be invested. It is only if and 
to the extent that consumption can be restricted more effectively 
under a capital-intensive approach than under a marginal produc- 


1 Some economists would no doubt consider this an unduly restrictive 
interpretation of the marginal productivity approach ; others may feel that 
we have already taken considerable liberties in giving the term so wide a 
meaning. It seems probable that some at least of the “ capital-intensivists ” 
would resist attempts to shepherd them into the marginal productivity 
fold. See, e.g. Galenson and Leibenstein, op. cit., p. 351 and passim. The 
question whether the marginal productivity approach should be interpreted 
so broadly as to enable the “ capital-intensivists” to step inside the 
fold if they wish to do so seems to be largely a matter of terminological 
convenience. 
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tivity approach that the former will make for a more rapid rate of 
economic growth than the latter. 

To the extent that the case for a capital-intensive investment 
policy rests on this argument, the apparent conflict emphasised at 
the beginning of this article in the advice given by economists 
regarding investment policy in underdeveloped countries turns out 
to involve no real contradiction. What one school of thought is 
saying is, in effect : “ If you wish to maximise the national income 
in the present, utilise available capital in such a way as to equate, 
as nearly as possible, its marginal productivity in all uses.” What 
the other school is saying is : “ If you desire a rapid rate of economic 
growth, invest a larger proportion of available capital in certain 
strategic sectors and projects than would be justified under the 
marginal productivity rule (at least on a short-term view).” This 
is no more contradictory than saying to a prospective traveller : 
“ If you wish to reach your destination quickly, go by air ; if you 
wish to enjoy your journey, go by sea.” There is a choice of ends, 
not a conflict regarding the means advocated for attaining a given 
end. 

But is it necessarily true that a capital-intensive approach to 
investment policy will ensure a higher rate of investment than 
can be achieved under a marginal productivity approach? It seems 
clear that if, under the latter approach, a government could find 
a way of ensuring that as much would be saved and invested 
as under a more capital-intensive approach, it could permit a 
somewhat higher level of consumption out of the larger short-run 
income that the marginal productivity approach would yield. Or, 
alternatively, if it could'find a way, under the marginal produc- 
tivity approach, of keeping down consumption to the maximum 
that would be permitted under the other approach, it could 
achieve an even more rapid rate of investment. A government’s 
power to influence the distribution of income through its policies 
in regard to public and private investment is by no means the only 
instrument by which it may influence the rates of consumption and 
of saving. It has a large number of other instruments at its disposal. 
In a private-enterprise or mixed economy it possesses such instru- 
ments as taxation, monetary policy, the price policy of state 
enterprises, variations in the level of public services provided, 
variations in its foreign economic policy, and so on; and in a 
centrally planned economy it possesses yet more far-reaching 
powers. It is entirely conceivable that a government may feel 
called upon to impose on the community, in the interests of 
economic development, a rate of saving that would exceed the 
maximum rate that could be imposed by the most judicious 
combination of these other measures. In that case it will indeed 
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be obliged, not to rely entirely but to fall back, as one among a 
series of other measures, on an investment policy that seeks 
deliberately to restrict consumption. But there seems to be no 
good reason for assuming that this should be the only, or even the 
chief, means by which it should seek to bring about a higher rate 
of saving and investment. This argument for a capital-intensive 
investment policy turns out to be an argument that people will 
continue to tolerate hunger, disease and squalor (for this, in many 
countries, is what a restriction of consumption implies) so long as 
they are kept unemployed or underemployed, but that they will 
not tolerate these things in the same degree under any other 
conditions. 

O. Eckstein has suggested in a recent article ' that if a govern- 
ment rejects the capital market? as a device for determining 
the rate of saving and wishes to impose on the community a rate 
of saving greater than can be imposed by measures that do not 
include resort to this sort of policy, then (but only then) it will 
need’ some criterion other than marginal productivity in the light 
of which to select its investment projects ; and in place of the 
Galenson-Leibenstein criterion of the “marginal per capita re- 
investment quotient ” he suggests another criterion—namely, that 
governments should seek to equate the “ marginal growth con- 
tribution ” made by capital investment in different directions, this 
being defined in such a way as to reflect both a project’s direct 
contribution to consumers’ welfare and its indirect contribution 
made possible by the addition that it generates to the capital stock. 

To sum up what has been said in the foregoing paragraphs— 
a marginal productivity approach to investment policy is not 
incompatible with the establishment of industrial nuclei or 
development blocks, or with rapid growth in certain rather 
narrow sectors of an economy. Some of the arguments for capital- 
intensive investments appear to be not arguments for jettisoning 
the marginal productivity criterion but for interpreting it in a 
particular way. Probably the most important argument for 
including in a country’s investment programme capital-intensive 
projects that would be rejected if the marginal productivity 
criterion were applied is the argument that this will make possible 
a more rapid rate of saving and investment. The inclusion of such 
projects will involve a certain misallocation of resources from 
the point of view of maximising the national product in the present, 


1Q. EcksTEIN : “ Investment Criteria for- Economic Development and 
the Theory of Intertemporal Welfare Economics ”, in the Quarterly Journal 
of Economics, Vol. LX XI, No. 1, Feb. 1957, p. 56. 

*In many underdeveloped countries a capital market can scarcely be 
said to exist. 
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but may be warranted if the government is convinced (a) that it 
is necessary to induce the community to save and invest more than 
it would wish to do, given the prevailing distribution of income, 
the prevailing level and structure of taxation and so on, and 
(b) that there are no other and better ways of inducing the in- 
creases in savings and investment that are considered necessary. 


INVESTMENT CRITERIA IN THEORY AND PRACTICE 


This article may conclude with a few observations on the 
question whether either of the two approaches that have been 
discussed provide practically useful criteria for determining what 
use should actually be made of scarce capital. 

The substitution of the notion of social marginal productivity 
for that of private marginal productivity seems necessary if the 
marginal principle, as a basis for investment policy, is to be 
defended as being conducive to economic and social welfare. If 
there were a general presumption that social and private produc- 
tivity would more or less coincide in the majority of cases, one 
could use market prices, which are objective facts, for the purpose 
of calculating the social as well as the private marginal productivity 
of capital in all those cases where this general presumption held 
good, and it might not be unduly difficult to make reasonably 
satisfactory, albeit arbitrary, adjustments when dealing with 
special cases where the presumption did not hold good. It is very 
doubtful, however, whether there is any such presumption, particu- 
larly in underdeveloped countries where the pricing system has not 
yet permeated the whole economy, and where there are under- 
employed labour, overvalued currencies and other factors distorting 
the structure of prices. The more extensively one adjusts market 
prices upwards or downwards to allow for social factors, i.e. the 
more one uses shadow’ or accounting prices in calculating 
social marginal productivity, the further one gets from the realm 
of objective facts and the more heavily one relies on subjective 
value judgments. It is arguable that by the time one has finished 
making all the adjustments to private marginal productivity that 
would be needed to convert it into social marginal productivity 
one will be left with a concept so tenuously related to anything 
that is objectively measurable that one might as well sever the 
connection altogether and admit that marginal analysis can provide 
no practical guidance to governments in taking investment 
decisions. 

Not all writers would agree, however, that the substitution of 
social for private marginal productivity entirely destroys the practi- 
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cal usefulness of marginal analysis as a tool of investment policy. 
H. B. Chenery, in particular, has developed a formula for measuring 
social marginal productivity, and, to provide examples of how it 
might be used in practice to distinguish between investment 
projects that should, and others that should. not, be included in 
investment programmes, has applied it for the purpose of ranking 
a number of industrial projects in Greece and agricultural projects. 
in Southern Italy.!. He has endeavoured to sketch out a general 
method for using data likely to be available in underdeveloped 
economies as approximate indicators of the difference between 
social and private marginal productivity. 

Even if it is felt that ranking investment projects in accordance 
with a formula would be an unduly rigid and mechanical approach, 
and that attempts to “quantify” or measure social marginal 
productivity with any degree of precision are likely to meet with 
little success, it is still arguable that the concept remains a useful 
one, enabling us to retain an analytical framework within which 
it is possible to fit, and to show the bearing of, the various considera- 
tions that should influence investment policy—an analytical 
framework, moreover, that compels those responsible for such 
policy to bring their value judgments out into the open and make 
them explicit so that they can be debated and discussed. This, 
it may be argued further, is likely to help in applying value judg- 
ments consistently—in drawing up a logically coherent investment 
programme, and avoiding one consisting of a job lot of projects 
each included because some pressure group wanted it included. 
If, for example, an.investment programme includes a project whose 
inclusion can be justified, on the marginal principle, only if it is 
judged that the social cost of employing additional labour is much 
below the private cost of doing so, or that the country’s currency 
is considerably overvalued, it may be difficult, once this has been 
made explicit, to exclude other projects that would have equal or 
superior claims on the basis of the same value judgments. The 
choice, it may be argued, is between an investment programme 
consisting of a number of projects each one of which has been 
selected on its merits (or supposed merits) but not necessarily in 
terms of a consistent set of criteria, and a programme comprising 
projects that can be justified by reference to a consistent and 
defendable scale of values. We have seen that a social marginal 
productivity approach without further definition will not give 
an unequivocal .answer to the question what specific projects 
should be included in an investment programme, since the claims 


1 Hollis B. CHENERY: “The Application of Investment Criteria”, in 
Quarterly Journal of Economics, Vol. XVII, No. 1, Feb. 1953, p. 76. 
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of different projects will depend upon the interpretation that is 
given to the concept and the value judgments underlying this 
interpretation. But if the concept is given an interpretation that 
leads to the inclusion of a project X, it may be possible to argue 
forcibly that consistency demands that projects Y and Z should 
also be included, while projects W and V should be excluded. 

So much by way of comment on the practical usefulness or 
otherwise of the marginal productivity approach to investment 
policy. What of the practical usefulness of the capital-intensive 
approach? It is not enough to say that governments should favour 
capital-intensive investments. What types of capital-intensive 
projects should they favour? How are they to identify strategic 
growing points? Since some of the writers who favour capital- 
intensive investments have reproached the marginal school with 
failing to provide specific guidance to governments in taking their 
investment decisions, one might expect that they would have 
some rather specific answers to give to these questions. 

The literature bearing on these questions is, however, dis- 
appointing. Galenson and Leibenstein say— 

Too little attention has been paid to the pattern of industry which will 
facilitate, or indeed make possible, industrial development. It is not a 
matter of indifference whether capital is allocated, say, to the manufacture 
of iron and steel or to the manufacture of textiles. Development mission 
recommendations are all too prone to assume that funds invested in light 
industries based, for example, on local raw materials, will in some unex- 
plained manner lead to economic development.! 


They favour the establishment of heavy industries (“ industries 
which are essential to the development of modern industry ”) on 
the grounds that the combination of much capital with little 
labour will give a large reinvestment quotient.? Even if this is 
true of particular establishments using capital-intensive methods, 
it is necessary to ask what will be the éffects of such a policy on 
the rest of the economy? Comparative cost conditions and the 
opportunities for international trade can scarcely be left out of 
consideration. If the establishment of heavy industries is expected 
in the present or the near future to provide a country with machines, 
tools or materials more cheaply than they could be imported, 
investment in such industries will presumably be included in an 
investment programme drawn up in accordance with marginal 


1Op. cit., p. 361. 

*“ Heavy ” industries, in the sense of transport, power, metal-working 
industries and other industries producing capital goods are not necessarily 
to be identified with industries employing a large ratio of capital to labour. 
There appears, however, to be.some tendency, with certain exceptions, for 
heavy industries in this sense to be also capital-intensive industries. 
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productivity criteria. But if the establishment of heavy industries 
is likely to mean protecting local industrialists, indefinitely or over 
an extended period of time 4, who produce inferior or more expensive 
machines, tools or materials, a government will have to set against 
the advantages of achieving a high reinvestment quotient in these 
particular industries the disadvantages of imposing needlessly high 
costs on industries using these products (whose growth it is 
presumably desirable to encourage), and presumably reducing 
their reinvestment quotients. There is also the problem of 
maintaining a balance between the rate of growth of capital- 
goods and consumer-goods industries. The establishment of heavy 
industries, even if they employ relatively little labour, will involve 
some increase in the community’s wage bill, and if additional 
consumer goods to-spend the additional wages on are not made 
available, inflationary pressures may be generated. It is generally 
agreed that a certain development of transport and power is 
necessary for other development. But over and above this, a 
general case for giving priority to the establishment of heavy 
industries does not appear to have been made out. Much will 
depend upon the resources of the country in question and upon 
what prospects it has of developing a national market large enough 
to support heavy industry on an economic basis. Historical 
evidence does not appear to support the view that the leading role 
in the take-off phase of economic growth can be played only by 
heavy industry.” ; 

H. Belshaw, writing with special reference to Asian countries, 
suggests that a “ normal desirable sequence ” in an industrialisation 
programme would be the establishment first of industries producing 
light consumer goods, then of medium, and finally of heavy 
industries. He argues that this sequence is indicated not only by 
the relative availabilities of capital and labour in underdeveloped 
countries, but also because of the incentive effects of an increased 
supply of consumer goods, and because, with this sequence, one 
stage will help to provide markets for the next. He admits, however, 
important exceptions to this “ general rule ”.% 

It may be felt that the many pages of economic journals and 
other literature devoted in recent years to controversy over 
investment criteria in underdeveloped countries yield disappoint- 


1As has been noted above, the lower the rate of interest considered 
appropriate for discounting the value of future goods, the stronger will be 
the claims of projects yielding returns only in the distant future for inclusion 
in an investment programme drawn up in accordance with marginal produc- 
tivity criteria. 

2 See p. 391 above. 

3 Op. cit., pp. 190-191 and Chapter VI. 
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ingly little in the way of practical guidance. It has never been 
claimed, however, that economic analysis can provide rules of 
thumb that can. serve as a substitute. for the judgments of govern- 
ments and business men.! Moreover, not all of the considerations 
on which sound investment decisions must be based are economic 
in character. There are important sociological and psychological 
considerations concerning which economic analysis, as such, can 
have little to say. There is here, as many writers have pointed out, 
an important field for “ inter-disciplinary ” studies. 

A framework of analysis developed by Rostow, but not thus far 
applied by him in any detail to this particular problem ?, might be 
helpful in this task. He has suggested that economic growth may 
usefully be regarded as determined by the interplay of a group of 
“yields ” and a group of “ propensities”. The yields represent 
the rates of return from the exploitation of known natural resources 
and the existing body of scientific knowledge ; the propensities 
are listed as follows: (1) the propensity to develop pure science ; 
(2) the propensity to apply science to the economy; (3) the 
propensity to accept the possibilities of imnovation; (4) the 
propensity to seek material advance; (5) the propensity to 
consume ; (6) the propensity to have children.* Thus growth may 
occur, with given propensities, if there is for any reason an increase 
in yields ; or, with given yields, if propensities change, for any 
reason, in a manner that favours growth ; or it may result from 
some combination of changed yields and changed propensities. 
In Japan a shift in the propensities seems to have been the main 
cause of the take-off into sustained growth; in Australia and New 
Zealand this seems to have been triggered off mainly by the sudden 
appearance of new potentialities for profit. 

Rostow says of his formidable-looking array of propensities 
that— 


These variables are designed to constitute a link between the domain of 
the conventional economist on the one hand, and the sociologist, anthro- 
ologist, psychologist, and historian on the other. They aim to force the 
if g I sist, 3 


1Cf. BAUER and YAMEY, op. cit., p. 257: ‘“ Economics does not provide 
a blueprint in terms of ideal patterns of economic growth and changing 
economic structure which can be applied directly to specific situations. 
There is no substitute for the careful examination of the circumstances and 
potentialities of each case. The contribution of economics is to ask relevant 
questions, indicate problems and implications which might otherwise go 
undetected and point to the necessary or probable consequences of particular 
policies.” : 

2W. W. Rostow : The Process of Economic Growth (Oxford, Clarendon 
Press, 1953). See, however, the concluding observations in his paper “ Trends 
in the Allocation of Resources in Secular Growth ”’, in Economic Progress. 
Papers and Proceedings of a Round Table held by the International Eco- 
nomic Association (Louvain, 1955), p. 367. 

3 The Process of Economic Growth, op. cit., p. 70. 








416 INTERNATIONAL LABOUR REVIEW 


economist to ask and answer (or have others answer) certain essential 
questions before proceeding with the analysis of economic problems of the 
real world, whether historical or contemporary. They also aim to provide a 
focus for the efforts of non-economic analysts interested in economic pheno- 
mena, which would permit them to bring their data and techniques to bear 
in such a manner that their conclusions might be absorbed directly into a 
general analysis of the growth and fluctuations of economies.! 


While the particular concepts put forward by, Rostow may not 
necessarily prove the most suitable that can be devised for the 
purposes he has in mind, there is no doubt about the importance 
of these purposes. Galenson and Leibenstein have suggested 
reasons why a capital-intensive investment policy may have effects 
on the propensity to consume and the propensity to have children 
that would make for a higher income per head in the future. 
What of the propensity to accept innovations and the propensity 
to seek material advance? A capital-intensive investment policy 
would seem likely to affect, at least in the short run, the propensities 
of a smaller number of people, but to affect them to a greater extent 
than a policy of spreading capital more widely and thinly—to 
exaggerate the dualism which is found in all underdeveloped 
countries between the modern and the traditional sectors of the 
economy. Is it better, from the point of view of favourably 
affecting the relevant propensities, that a few people (others 
remaining outside the modern sector of the economy) should be 
more or less rapidly and completely absorbed into an industrial 
environment, with opportunities for education and training, and 
should be paid reasonably well and given opportunities for develop- 
ing new tastes and ways of living? Or is it better to expose a larger 
number of people to these influences more gradually and under 
less favourable material conditions? 

It may be doubted whether anybody can at present answer such 
questions as these. It is still more doubtful whether the same 
answers should be given in all cases. These are in any case not 
matters on which economic analysis has much, if anything, to say. 
Yet without answers to these questions it is difficult to maintain 
with any strong conviction that one type of investment policy 
will be more favourable to economic growth than another. 


1 The Process of Economic Growth, op. cit., p. 11. 
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The Australian system of industrial regulation by federal and 
state arbitration machinery was briefly described in these pages last 
year in the course of a general assessment which concluded that the 
system of compulsory arbitration had in the past half century been 
beneficial in its effects.2, The general acceptance of this system, however, 
does not mean that there have not been criticisms from both sides of 
industry. These are described in the present article, which also contains 
a somewhat different assessment of the achievements of compulsory 
arbitration. 


HE working of the Australian system of compulsory arbitra- 
tion has recently been the subject of severe criticisms from 
the trade unions*, from some sections among the employers 4, 
and from the academic writers.5 Though few think it desirable, or 
even possible, to abandon compulsory arbitration entirely in favour 


1The author wishes to acknowledge the assistance derived from com- 
ments made on an earlier draft by D. A. Ross, I. G. Sharp, D. C. Thomson 
and E. L. Wheelwright, while, of course, bearing the sole responsibility for 
what has now been written. 

2See O. de R. FOENANDER: “ The Achievement and Significance of 
Industrial Regulation in Australia”, in International Labour Review, Vol. 
LXXV, No. 2, Feb. 1957, pp. 104-118. 

3 See Australian Council of Trade Unions: Report of Arbitration Com- 
mittee (1955) ; and H. J. SouTER in Unions, Management and the Public, 
edited by K. F. WALKER (Nedlands, University of Western Australia Press, 
1956). 

See Institute of Public Affairs, Victoria, in J.P.A. Review, Sep. 1955. 

5 See Leicester WEBB in Unions, Management and the Public, op. cit. ; 
D. C. THomson : “ A Survey of Australian Industrial Tribunals ”, in Jndus- 
trial Law Review (Derby, Engineering-Legal Society), July 1955; Kingsley 
LaFFER: “The A.C.T.U. Arbitration Proposals”, in Public Administration 
(Sydney), Mar. 1956. 
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of a system of collective bargaining, many feel that important 
problems remain to be solved and have misgivings concerning 
some of the ways in which the system is developing. 

Before discussing these criticisms in detail, it may be useful 
to consider what achievements can fairly be attributed to the 
system. 


THE ACHIEVEMENTS OF COMPULSORY ARBITRATION 


In the writer’s opinion the most notable achievements of the 
Australian system of compulsory arbitration are: (1) the early 
provision of machinery to assist the resolution of conflicts between 
employers and employees ; (2) the early recognition of trade union 
status and the granting to unions of equal standing with employers 
in proceedings before arbitration tribunals ; (3) assistance to the 
weaker groups of workers by determination of their wages and 
conditions on the same principles of “wage justice” as those 
of stronger groups ; (4) the assistance in the enforcement of deter- 
mined minimum wages and conditions that has been afforded to 
the trade unions by the legal sanction behind arbitration awards ; 
and (5) the adjustment of general wage levels according to the 
state of the national economy. 

These characteristics of the Australian system cannot, however, 
be regarded as features peculiar to compulsory arbitration. Similar 
developments have in many cases occurred within collective bargain- 
ing systems. Voluntary or statutory machinery, or both, to assist 
the settlement of disputes, is very widespread. So also is recog- 
nition of the trade unions, which, however, has often come more 
slowly in collective bargaining countries. Full employment has 
greatly helped the weaker groups of workers, though not usually 
to the same extent as has: Australian arbitration, and special 
wage-fixing arrangements have been useful to these workers in 
some cases. Collective bargaining countries differ greatly in the 
legal enforceability of bargained contracts, but some have approxi- 
mated the Australian result. Under some collective bargaining 
systems attempts have been made through joint action by employers 
and trade unions to link wage levels to general economic conditions. 
Thus each of the above five results of the Australian system can 
be matched by examples of broadly similar developments elsewhere. 

It might still be claimed for compulsory arbitration that no 
one collective bargaining system yet possesses all five characteris- 
tics of the Australian system, and this is perhaps the strongest 
point that could be made by defenders of it. It could also be argued 
that it appears to some extent to be in the nature of a compulsory 
arbitration system to develop these particular characteristics : 
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parties to disputes have to be recognised ; criteria of fairness which 
help the weaker groups are likely to be adopted ; the minimum 
conditions granted by awards have to be enforced; and wage- 
determining authorities cannot ignore the possible economic effects 
of their decisions. Nevertheless there appears to be no inherent 
reason why a single collective bargaining system should not 
develop all five features if desired. 

As for the more general favourable results attributed to compul- 
sory arbitration by its defenders, such as the progressive improve- 
ment in wages and conditions in Australia, it must be recognised 
that in this respect also broadly similar developments have occurred 
in collective bargaining countries. It is reasonable to suppose that 
comparable progress would have been made in Australia if she had 
developed under collective bargaining instead of under compulsory 
arbitration. Many of the arguments adduced in support of compul- 
sory arbitration in Australia are therefore irrelevant to an assess- 
ment of the system as such. It must also be recognised that some 
important developments in Australia have occurred directly through 
legislation, the arbitration authorities merely implementing the 
latter. A striking recent example of this is the introduction of 
paid long-service leave by legislation in five states. 


. 


PROBLEMS OF COMPULSORY ARBITRATION 


But it is not enough that the achievements of the Australian 
system are overestimated in this way; in addition the various 
problems and questionable results to which it has given rise are 
often overlooked. These may be discussed under three headings : 
(a) the high degree of uniformity in wage determination and its 
effects on industrial relations ; (6) the legalism of the system ; 
(c) the limitations of the system as a source of wage policy. -Atten- 
tion here will be concentrated on the first two of these. 


Uniformity and Its Effects 


There is a high degree of uniformity in the wages determined 
under Australian compulsory arbitration. Most of the 44.3 per cent. 
of Australian workers (excluding certain minor categories) under 
Commonwealth arbitration awards receive a male or female basic 
wage determined on uniform principles of “ capacity to pay ”, and 
a “margin” or differential determined on uniform principles of 

1 FOENANDER (op. cit., p. 110) mentions only four states; South Aus- 


tralia, with a system differing from the others, has recently joined New 
South Wales, Victoria, Queensland and Tasmania. 
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“comparative justice” based on margins in the metal trades.' 
A change in the federal basic wage tends to apply uniformly to 
all these workers and a change in margins in the metal trades 
results in more or less similar changes in the margins of all other 
workers in this highly articulated wage structure. Many salaried 
workers are also included in this system and even high-ranking 
Commonwealth public servants have their salaries determined 
partly on the principles applied in determining the margin of the 
engineering fitter. The 44.3 per cent. of workers under the various 
state wage-determining authorities also tend to have their wages 
fixed on uniform principles within their own separate jurisdictions. 

There is not, however, complete uniformity. Though important 
decisions of the Commonwealth or of the principal state authorities 
usually have a good deal of influence on one another and on other 
authorities, significant differences between them can nevertheless 
exist. This combination of extensive uniformity within jurisdic- 
tions with some measure of diversity between them makes the 
situation somewhat confusing. The uniformities, on the one hand, 
make for an inflexibility that can impede the settlement of disputes. 
The diversities, on the other hand, which often mean that different 
groups of workers in a factory operate under different awards of 
different authorities, can give rise to alleged inequities which 
cause unrest. Thus both the uniformities and the diversities create 
problems of industrial relations and it is possible to argue plausibly 
both for more uniformity and for less. 

It is the uniformities, however, that give rise to the more 
fundamental problems of the system. The diversities mentioned 
above arise from the federal character of Australian government 
rather than from compulsory arbitration as such, and would largely 
cease to exist if Australia were to adopt a unitary system. It 
should be noted also that the special attention now focused upon 
these diversities is to a considerable extent a by-product of the 
stress on uniformity within each separate jurisdiction. The 
uniformities,.in contrast, arise largely from the character of the 
arbitration system itself. We may take the working of the Common- 
wealth system as an example. The uniformity arises here from a 
desire to bring the settlement of industrial disputes within the 
rule of law, and the belief that this requires the determination of 
relative wages on uniform principles of “ wage justice ”. It is the 
degree of skill, danger, etc., and not economic conditions or the 
bargaining strength of employers and employees that the Common- 


1See D. W. Oxnam: “ Industrial Arbitration in Australia: Its Effects 
on Wages and Unions ”, in Industrial and Labor Relations Review (New York 
State School of Industrial and Labor Relations), July 1956, for a description 
of the Australian arbitration system and some account of its working. 
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wealth arbitration authorities ideally look to in determining 
differentials, and their practice conforms to this ideal as much as 
possible. Apart from such explicit objectives the need for defence 
against trade union tactics of playing off one decision against 
another might well make the development of principles involving 
uniformity almost inevitable under a general system of compulsory 
arbitration. 

It would be surprising, however, if the same principles suited 
all industries and disputes equally well. For example, a pattern 
of relative wages determined by arbitration that is very acceptable 
to weaker groups of workers may be frustating to stronger groups. 
Workers employed in a prosperous industry will not see this wage 
pattern in the same light as those employed in a struggling 
industry. Arbitration decisions based on uniform principles cannot 
always take adequate account of special conditions obtaining in 
an industry or of particular circumstances surrounding a dispute. 
To be sure, an arbitrator can often find a way out of a difficulty 
by a special interpretation or application of his principles, by the 
judicious granting of minor fringe benefits, and by similar means. 
His freedom of manceuvre is, however, necessarily limited by the 
principles to which he has committed himself. This underlying 
inflexibility in the working of the system is inevitably a source of 
much frustration and industrial discontent. 

This unfortunate result tends to be accentuated by the rather 
limited responsibilities of employers and trade union officials 
under compulsory arbitration. In a collective bargaining system 
the wages decided upon are determined by the parties themselves ; 
and, however reluctantly, the latter have to accept responsibility 
for and defend what has been decided. A trade union official has 
continually to interpret to his members what is being done, and 
suitable methods of communication within the union have to be 
developed. Much information about economic and other conditions 
may be disseminated in the process. It must be recognised that 
under Australian compulsory arbitration also, many trade union 
officials are highly responsible and have good communications with 
their members. It is, however, characteristic of the system that 
such obligations can often be evaded. The situation is a little 
complex, as allowance must be made both for the fact that in vir- 
tually all arbitration awards many clauses are arrived at by 
agreement between the parties, and for the substantial amount 
of direct bargaining that occurs supplementary to arbitration. 

In the present context, however, these aspects of the system 
are of limited significance. The matters settled by compulsory 
arbitration tend to include the more important issues in awards 
and the more difficult disputes, and it is usually easy for, say, a 
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trade union official who so desires, to dissociate himself completely 
from such decisions and place most of the responsibility on the 
arbitration authorities. As he has not participated in these 
decisions himself he may feel under no great pressure: to interpret 
them to the trade union members he represents: Even when 
amicable and favourable agreement has been reached with the 
employers regarding many clauses in the award he may still feel 
free to castigate the arbitrator and the employer regarding the 
compulsorily arbitrated clauses. He will often indeed be in a 
position both to gain credit for favourable decisions and to 
repudiate all unfavourable ones, though the possibility that he may 
attract some of the blame himself if he consistently fails to secure 
what the membership considers reasonable may in some cases 
impose limits in the long run. 

_ The factors we have mentioned go far to explain a feature 
of the system on which overseas students in Australia frequently 
comment, namely the unwillingness of many trade unions and 
workers to abide by the terms of awards. Such unions and workers 
do not feel bound for the duration of an award, as workers under 
collective bargaining tend to do for the duration of their contracts, 
but feel free to raise and go on strike over matters of substance, 
as well as grievances, at any time. This result is not altogether 
surprising in a system in which decisions are frequently imposed 
rather than agreed to by the workers concerned, which are then 
not adequately explained to them, and which are likely in any case 
to be based on principles the reasonableness of which as applied to 
their own circumstances will often seem doubtful. 

It is probable that the system also has adverse effects on the 
quality of trade union leadership. Relative wages, as we have 
seen, are determined mainly according to principles of “ compara- 
tive justice ” and, given his principles, the amount of discretion 
available to the arbitrator on important issues is often relatively 
small. Decisions turn mainly on the skill and other characteristics 
of particular types of work and the adequacy of their reward com- 
pared with other similar work. The scope for reasoned economic 
argument is usually very limited, and special ability and knowledge 
- on the part of employer and trade union officials, though they do 
count, are much less important for the result than they are in the 
case of their negotiating counterparts under collective bargaining. 
A union official of very limited ability and outlook may “ get by ” 
fora very long time asa result of the extent to which the arbitration 
system, by its readiness to raise margins generally when margins 
in the metal trades rise, and by its detailed regulation of condi- 
tions of work, does his work for him. In less important matters 
there is more scope for ability, but smooth advocacy and resistance 
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and the ability to pick up and make use of legal implications will 
often be the qualities required. 

Collective bargaining, when it exists supplementary to the 
arbitration. system, is not commonly sufficiently well developed 
to affect the argument greatly. When it is so developed it tends 
to be a consequence of rather than a significant causal factor in 
the appearance of special abilities, being usually too small a part 
of a union’s activities to be important causally. Special abilities 
do, of course, exist. It is not intended to convey the impression 
that all employers and trade union officials are of poor quality 
and that communication within trade unions is invariably bad. 
Recent studies of Australian arbitration have stressed the great 
differences in the working of the system in different industries }, 
and a high degree of competence, responsibility, and organisational 
vitality are displayed in some cases. The argument here is merely 
that compulsory arbitration tends to have a dampening effect on 
the development of these attributes, and even to facilitate the 
growth of their opposites. 

A compulsory arbitration system tends also in many cases to 
inhibit conciliation and the development of voluntary machinery 
for dealing with grievances and settling disputes. This may not 
be immediately apparent because of the large amount of concilia- 
tion and direct negotiation which does occur. The industrial rela- 
tions pattern differs greatly as between industries ? and may also 
differ as between firms within an industry. Some industries and 
firms use voluntary procedures and conciliation to a very large 
extent ; others very little. A firm may use these methods exten- 
sively for dealing with minor issues but rely on compulsory arbi- 
tration: for more important issues. There is great variety in Aus- 
tralian industrial relations. It must also be said that arbitration 
personnel commonly, though not always, put very great con- 
ciliatory efforts into trying to assist parties to disputes to resolve 
their differences. When, as under the Commonwealth system in 
recent years up to 1956, a conciliation commissioner combined the 
functions of conciliator and arbitrator, parties were sometimes 
unwilling to conciliate effectively for fear that any concession 
made at this stage might tell against them if the matter came to 
be arbitrated upon. Accordingly a distinct class of conciliators 
was established in 1956, and these are said to be doing useful work.® 


1See Kenneth F. WALKER: Industrial Relations in Australia (Cam- 
bridge, Mass., Harvard University Press, 1956); and Mark PERLMAN: 
Judges in Industry (Carlton, Victoria, Melbourne University Press, 1954). 

2See WALKER, op. cit, and PERLMAN, op. cit. 
%See D. W. Oxnam: “ Recent Changes in the Federal Arbitration 
System ”, in Australian Quarterly (Sydney, Australian Institute of Political 
, (Footnote continued overleaf) 
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The direct bargaining that occurs is mainly supplementary to 
the arbitration system ; it is rare for industries and firms to settle 
their affairs entirely without reference to arbitration. Most of this 
bargaining is of an informal character, within firms, concerning 
wage payments above award rates. These have been very ‘wide- 
spread indeed in the post-war period under full employment and, 
theoretically at any rate, lack any solid permanent status. In 
many firms and sections of industry, however, employers and 
employees negotiate agreements for wages above award rates and 
for special conditions, and these agreements can often be registered 
with the arbitration authorities and by this process acquire the 
legal force of an award. In such arrangements the minimum 
wages and conditions determined under arbitration awards almost 
invariably provide the reference point for the negotiated wages 
and conditions. For example, the agreement may provide for a 
payment of {1 above the award rate for a particular type of labour. 
In a small number of cases the employers and employees in an 
important section of industry habitually determine the major part 
of their wage structure and conditions of work by direct negotia- 
tion, leaving relatively few issues, or perhaps none at all, to be 
settled by compulsory arbitration. Recently the central trade 
union body, the Australian Council of Trade Unions, has nego- 
tiated an agreement with employers, similar in essential respects 
to legislation in some of the states, covering long service leave for 
workers under Commonwealth awards. 

Thus, the statements that “ the awards and determinations of 
Australian industrial tribunals ... are in the nature of minima, 
not maxima ; they have never been otherwise ” and that “ wide 
scope remains for bargaining between employers and employees, 
whether through organisations or otherwise ”! are correct. Unfor- 
tunately, however, they are also very misleading, for they do not 
tell the whole story. To get.a balanced picture of the working of 
the Australian system, one must consider the way it operates 
when one side wants to bargain directly and the other refuses to 
do so. This kind of situation is of great significance for an under- 
standing of the system. It is the settled policy of many employers, 
particularly in the important and influential metal trades, to refer 
disputes about all matters of any importance, and frequently those 
about relatively minor matters as well, to arbitration. They do 


« 


Affairs), Mar. 1957, for an account of the 1956 changes; and Industrial 
Inforination Bulletin (Department of Labour and National Service), Sep. 
1957, pp. 845-855, for a report by the President of the Commonwealth 
Conciliation and Arbitration Commission on the first year under the new 
legislation. 


1 FOENANDER, op. cit., pp. 112-113. 
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not favour making concessions to employees by mutual agreement 
with them but prefer to stand by arbitration awards and to insist 
that any changes be made only through the arbitration system. 

There are a number of reasons why such an attitude has devel- 
oped. In many cases the firms and industries have grown up 
under arbitration ; there was no pre-existing voluntary machinery 
and because of compulsory arbitration they have not felt any 
urgent need to develop it. A firm or industry which makes some 
concession by voluntary agreement with employees runs the risk 
that the trade union might seek and be successful in having the 
concession embodied in an award and applied more generally than 
the employer desires.1. For many employers the minimum wages 
and conditions determined under arbitration serve as a convenient 
focal point, opportunely provided by the arbitration system, on 
which they can try to hold the line against trade union demands. 
Moreover, as_the determination of minimum wages on principles 
of comparative justice leaves arbitrators so little room to manceuvre 
in the granting of wage increases, many employers feel that they 
have little to lose by refusing to negotiate directly. A further 
consideration is that authorities concerned with tariffs, price- 
control and similar matters tend to base their calculations on 
award wages. Compulsory arbitration thus tends to inhibit the 
development of direct bargaining and voluntary machinery in 
many cases by making them seem unnecessary and undesirable. 

It is, of course, not only in Australia that employers have 
sometimes been unwilling to bargain with employees. In collective 
bargaining countries the trade unions have frequently had to put 
very great pressure on employers, through prolonged strikes, to 
induce them to negotiate. Under collective bargaining, however, 
it is necessary for the parties eventually to arrive at some sort of 
accommodation and after a series of such episodes voluntary 
machinery of some sort will probably be established. 

The important difference under compulsory arbitration is 
that the parties are under no such necessity to sort things out 
for themselves and arrive at a working basis. This is because the 
existence of a general compulsory arbitration system, at any rate 
as it has developed in Australia, profoundly modifies the use that 
may be made of the strike weapon. It has become a basic tenet of 
the arbitration system that employees cannot expect both to 
enjoy the benefits that arbitration affords and at the same time 
remain free to go on strike. As Professor Foenander puts it, “a 
party to a dispute cannot reasonably expect to have it both ways, 


1See R. W. Harvey: “Principles and Precedents in Industrial Rela- 
tions ”’, in Australian Institute of Political Science: Productivity and Pro- 
gress, edited by John WILKEs (Angus and Robertson, 1957). 
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as many union officials would like—that is to say, enjoy the benefits 
of authoritative aid in the form of an award, and at the same time 
feel at liberty to resort to direct action if dissatisfied with the 
contents of an award ”.! Arbitrators, without question, often do 
their best to encourage conciliation between parties to disputes. 
If, nevertheless, an employer refuses to engage in direct negotia- 
tions, or if such negotiations fail, and a union persists in strike 
action, the arbitration authorities will frequently, at the request 
of the employer, take action to force the employees to return to 
work. — 

Under the Commonwealth system, for example, one sanction 
is that a recalcitrant union may be deregistered and thus “ cease 
to be entitled to the benefits of awards”. There are hazards 
associated with deregistration that trade unions dislike and weaker 
unions tend to avoid getting into a situation where it might occur. 
Stronger unions regard it less seriously and employers have not 
usually felt it expedient to incur unrest by reducing wages and 
conditions below award levels. Often it is simply part of the battle 
of tactics that goes on between employers, trade unions and 
arbitration authorities ; and in the long run, in order to get the 
benefits some other union may have received; a deregistered union 
is likely to apologise, be given a lecture on good behaviour, and 
then be accepted back by the arbitration system. In a small 
number of cases, however, a rival union attracts members from a 
deregistered one, and becomes accepted as their spokesman by 
the arbitration authorities. It is the danger of this that gives 
deregistration its main significance as a sanction. 

Much more important, however, again taking the Common- 
wealth system as an example, is the development of procedures 
whereby a strike can be treated by the Commoriwealth Industrial 
Court as contempt of court and punished accordingly. In the 
Metal Trades Award, in 1952, a clause was included forbidding 
unions under the award to be in any way, directly or indirectly, 
a party to or concerned in any ban on work under the award. 
A similar clause has since been included in many other awards 
and is not unlikely in the course of time to be included in all of 
them. If a serious strike occurs and there is no such clause in the 
relevant award the employers are likely to ask for one to be included. 
If the workers concerned in a strike under an award containing 
this clause refuse a court order to return to work, the union may 
be fined up to £500 for contempt of court. A number of such fines 
have been imposed, but the imminent threat of such a fine is 
usually sufficient to induce a union to call off a strike. 








1 FOENANDER, op. cit., p. 115. 
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Arbitration authorities are often cautious, both about intro- 
ducing the above clause into awards, and in enforcing it, but they 
do so in many cases and the use of the strike weapon by a union 
may then be very effectively restricted. Direct bargaining between 
employers and employees under Australian compulsory arbitration 
thus operates under limitations absent from collective bargaining 
systems. Professor Foenander has expressed the view that, “ com- 
pulsory arbitration . . . should not be regarded or relied upon 
as the final solution of the industrial problem of a country. It 
should be contemplated rather as being in the nature of a half- 
way house, or accommodation, on the road to an ultimate full 
freedom of genuine collective bargaining.” + But unfortunately 
for this view there are elements in the Australian system that 
directly relieve employers and employees of the necessity of 
developing their own machinery. 

Some of the consequences of such a system can readily be 
envisaged. We have previously seen that under compulsory 
arbitration the trade union official is under no great pressure to be 
well informed concerning the economics of his industry ; both 
decision and the responsibility for it can often be handed over to 
the arbitration system. Similarly the employer and his associations 
can remain largeiy ignorant of what constitutes good industrial 
relations and how these might be achieved. When a dispute occurs 
an employer often merely instructs his industrial officer or his 
association to bring the matter before arbitration and hopes that 
the matter will be duly settled. Investigation of basic causes and 
development of the more positive aspects of industrial relations 
can be, and often are, neglected indefinitely. When ultimate 
reliance is placed on court orders to striking workers to go back 
to work, maturity in industrial relations is far away. Fortunately, 
satisfactory industrial relations have developed in many firms 
and industries in spite of the system, and, as we have seen, 
much direct bargaining does occur. It is regrettable that the frame- 
work of compulsory arbitration retards rather than assists such 
developments. 


The Growth of Legalism 


A by-product of the system is the growth of legalism. This 
arises in part from the constitutional difficulties of a federation 
and from the particular nature of the Commonwealth powers ? ; 
but these aspects, though of very great importance, are largely 
peculiar to the Australian federal system, and will not be discussed 

1 FOENANDER, op. cit., pp. 116-117. 

2See D. C. THomson, loc. cit. 
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here. It is enough to point out that they do afford opportunities 
to a party appearing before an arbitration authority to raise legal 
and constitutional points if this appears to suit its interests in a 
particular case, and that they require the participation in many 
proceedings of people with sufficient legal qualifications to be 
capable of dealing with such points. The opportunities available 
are frequently taken advantage of and expensive litigation some- 
times ensues. Appropriate constitutional amendments, if they 
could be secured, would greatly reduce these difficulties, though 
some must always remain in a federal system. 

There is, however, a strong tendency in Australia to make the 
Constitution something of a scapegoat in these matters. Quite 
apart from the Constitution the approach to arbitration in Australia 
is basically legalistic. The assumption, referred to above, that a 
party which receives benefits from arbitration cannot be allowed 
to strike for more, arises essentially. from the notion that a decision 
as to what is “ just ” in the circumstances is arrived at and enforced 
by legal processes. Such an imposition of “justice ”, however 
reasonable it may be in law, unfortunately does not make for good 
industrial relations. As we have seen, it relieves the parties to 
disputes of that necessity for working out solutions to their own 
problems which in collective bargaining countries has stimulated 
the growth of knowledge, responsibility and maturity on the part 
of negotiators and the development of voluntary machinery. 
This legalistic approach, and the penalty system which is a corollary 
of it, could be largely dropped, if desired, without constitutional 
amendment. This indeed would be seen as the obvious thing 
to do if it ever came to be felt in Australia that a major object of 
the system was to foster and assist the development of good 
industrial relations in a positive sense, for it would thus be recog- 
nised that the existing legal approach was largely irrelevant. 
The minimum wages and conditions determined by the arbitration 
authorities would then be genuine minima and the parties would 
be as free as they are in, say, Great Britain or the United States, 
to bargain for wages and conditions above the minima.’ It is, 
however, beyond the scope of this paper to consider the various 
possibilities that emerge. 

Further elements of legalism arise from the character of hearings 
before arbitration. It is obvious that when minimum wages and 
conditions of work are set down in great detail by an arbitrator 
there is much room for discussion of precedents, the interpretation 
of awards and the like, and that the abilities of people with legal 


1See E. I. Sykes: “ The Role of Law in Industrial Relations ”, in Aus- 
tralian Quarterly, June 1957. 
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training are likely to make them particularly useful in procedures 
involving such matters. This is illustrated by the fact that attempts 
from time to time to curtail the part played by lawyers have been 
largely unsuccessful, and by the very great demand that exists 
from employers’ associations and large employers for individuals 
with limited specific legal training to work as industrial advocates. 
There might seem no obvious reason why compulsory arbitration 
should be any more legalistic in these respects than collective 
bargaining, which often involves very similar discussions concern- 
ing the details of contracts between employers and employees.? 
Special factors seem, however, to arise in Australia. One of these 
is that, though much of the work of arbitrators, especially in 
dealing with grievances, is carried out very informally, a large 
part remains where judicial style is maintained, counsel appear, 
wigs are worn 2 and senior arbitrators are called judges, even when 
their work is not strictly judicial. This greatly affects the tone of 
the system. Other aspects are the greater reliance placed on arbitra- 
tion as compared with negotiation in Australia, and the fact that 
an Australian arbitrator is in an altogether different position from 
an arbitrator under voluntary machinery, whose employment 
depends on his continuing to give satisfaction to both sides. In 
stating a case before an arbitrator in Australia the restrictive 
principles he is expected to follow must never be lost sight of and 
the real issues in dispute may be given correspondingly less 
attention. 

One relatively minor matter may be mentioned at this stage. 
Protection of the “ public interest ” has always been part of the 
Australian conception -of arbitration, and it is felt that possible 
collaboration between employers and trade unions to raise both 
wages and prices should not be facilitated. In introducing the new 
Commonwealth legislation in 1956 the Minister for Labour and 
National Service, Mr. H. Holt, put the point as follows: 


There is a public interest, which must be protected. It is not difficult 
to imagine in a country like ours, where industry is not as competitive as 
it is in some other countries, agreements between management and labour 
in a particular section of industry, which are profitable to both but are 
likely to place an additional burden on the consumer.’ 


1D. C. THomson: “ Effect of Precedent on Arbitral Decisions ”, in 
Sydney Morning Herald, 30 Sep. 1957. 

2Since the above was written the President of the Commonwealth 
Conciliation and Arbitration Commission has announced that, except on 
ceremonial occasions, wigs and gowns would not in future be worn by judges 
of the Commission and need not be worn by counsel. 


3See Commonwealth of Australia: Parliamentary Debates, 10 May 
1957, p. 1989. 
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The protection afforded the public interest by the arbitration 
system is, however, very limited. A monopolistic employer and 
a trade union who desire to do so are not prevented from conniving 
to exploit the public. “All the arbitration authorities can do is 
refuse to register any agreement they may make and thus prevent 
it from having any legal force. This very limited protection to 
the public is, in fact, used very little and hardly seems worth the 
discouragement to direct negotiations that it sometimes causes. 
When used it sometimes appears to be little more than a rationa- 
lisation for deciding a case in a certain way. In any case, it would 
seem more satisfactory, where monopoly is objected to, to deal 
with it by specific legislation for its control. 

Certain other legal aspects of the Australian system are also 
worthy of discussion. The most obvious of these is the effect on 
the trade unions’ traditional “right to strike” of the threat of 
penalties if orders to return to work are disobeyed. It is clear 
that the right to strike has now been seriously curtailed and is 
only maintained at all in some of the Australian arbitration systems 
by such caution as still exists in the making and enforcement of 
these orders. It should be noted also that a trade union may be 
fined for a strike of some of its members, even when it may actually 
disapprove of and do much to discourage it. To avoid fines trade 
union officials may be required not only to refrain from officially 
sponsored strikes, but also to act virtually as strike-breakers of 
unofficial ones. When threatened by the danger of fines most 
trade union officials do, in practice, try to bring strikes to an end 
as the danger point is approached. This, no doubt, is the purpose 
of the penalty provisions. Far too little thought has been given, 
however, to the possible long-run effects of such a system. A not 
unlikely outcome in some cases is that trade union officials might 
become more and more the administrative agents of the arbitration 
system, and the trade unions become, in consequence, seriously 
weakened as independent entities.! It is significant that some 
trade union officials privately welcome the aid the penalty provisions 
give them in controlling their membership. A possible result in 
other cases is rank-and-file rejection of moderate trade union 
officials and their replacement by more militant ones. There is 
little doubt that the strength of extreme elements in some Australian 
unions is partly related to the working of the arbitration system. 

Those who strongly support the development of the system as 
an ever stronger method of legal control might perhaps regard 
the former result as desirable, whilst closing their eyes to the latter 


1See M. BLACKBURN : Trade Unionism : Its Operation under Australian 
Law (Melbourne, Victorian Labour College, 1940). 
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possibility. It is frequently argued that just as the State assisted 
the trade unions in various ways when the existence of unemploy- 
ment made them weak, so under full employment it may have to 
adopt policies to check their great strength. There are many sides 
to this question ; but unquestionably the State does sometimes 
feel impelled to act in this way, especially when the trade unions are 
clumsy and incautious in the use of their power. Means should, 
however, be found which are consistent with full recognition of 
the importance for Australian democracy of a vigorous, independent 
and strong trade union movement. The increasing restriction of 
the right to strike seems inconsistent with this requirement. The 
strike is, without question, a crude and in many respects an 
outmoded weapon. It is dangerous, however, to enforce its disuse ; 
this should come about through the improvement of industrial 
relations. Australian compulsory arbitration facilitates continuance 
of the kind of industrial relationships that retard the abandonment 
of the strike weapon, and then tries to get over its difficulties by 
penalties. 

A more difficult issue is the development of other methods of 
control of the trade unions. A trade union is registered with the 
Commonwealth arbitration system, which may again be taken as 
an’example, subject to various conditions as to its purposes, organ- 
isation and rules. The arbitration authorities thus acquire a con- 
siderable measure of control over various internal affairs of regis- 
tered unions. In recent years the Commonwealth arbitration 
authorities have also been given the power, where proper applica- 
tion by a trade union or a group of its members has been made, to 
make arrangements for the control of union elections. This latter 
power is not'an essential part of the compulsory arbitration system, 
but may be mentioned here because of the way in which it extends 
the growth in external control of the trade unions that has devel- 
oped under that system. Its value is amply shown by Merrifield 
in his account of the struggle for control of the Federated Iron- 
workers’ Association.! Unfortunately, however, there is a tendency 
for many relatively minor matters, which should properly be 
settled within the union itself, to be made the subject of litigation 
and decision by the arbitration authorities or by the courts. All 
bodies of public importance are no doubt subject at present to 
some measure of public control, and trade unions can hardly be 
‘exempt, especially when, as in Australia, they have sometimes 
been unable to run their own affairs in a manner acceptable to 
community standards of administrative integrity. There is no easy 


1See Leroy S. MERRIFIELD: “ Regulation of Union Elections in Aus- 
tralia’, in Industrial and Labor Relations Review, Jan. 1957. 
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solution to the problem of reconciling the need for some measure 
of public control with the need to safeguard trade union indepen- 
dence and self-reliance. Detailed control seems now, however, to 
be accepted too readily. Greater reluctance on the part of arbi- 
trators to settle internal trade union matters, and the running of 
greater risks in arbitration legislation itself, both seem desirable. 
There should also be more recognition of the extent to which poor 
organisation and communication in trade unions, and the strength 
of extreme elements in some of them, which in different ways help 
to create the problems that lead to external control, are facilitated 
by the working of the compulsory arbitration system itself. Modifi- 
cation of the system would then be seen as an alternative to the 
increasing measures of control arising out of its effects. 


Economic Aspects 


It is an advantage in a country as dependent on a fluctuating 
export income as is Australia to have a general wage level largely 
determined by the arbitration system. The economic aspects of 
Australian arbitration can, however, only be touched on in this 
‘short article! Many criticisms of decisions are made by employers, 
trade unions, economists and others. Major decisions like the 
determination of the basic wage are made by legal men who almost 
invariably lack any economic training and whose economic reason- 
ing is usually rather amateurish at best. It can nevertheless be 
argued that the arbitration judges usually look at more sides to 
an issue than their critics and that most of their important economic 
decisions, when looked at broadly, are fairly commonsense and 
defensible. 

Many problems, however, remain to be solved. The first of 
these is that of wage policy under full employment. Because of high 
wool incomes, which have been able to bear a burden of redistribu- 
tion to wage earners, this problem has not yet become of critical 
importance in Australia. The second, which might only arise 
seriously if much more collective bargaining supplementary to the 
arbitration system develops, is that of reconciling a general wage 
level determined by arbitration according to economic conditions, 
with direct bargaining over particular wages. There is a tendency 
now in some quarters to regret that the minima determined by 
arbitration are not also maxima and to seek to develop the arbi- 
tration system in the latter direction. A more satisfactory approach, 


1 For some discussion of recent economic issues see “ Arbitration in 
Australia ”, in Round Table (London), Dec. 1956; and Kingsley LAFFER 
“ Cost of Living Adjustments in Australian Wage Determination ”, in Indus 
trial and Labor Relations Review, Jan. 1954. ; 
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however, from the standpoint of industrial relations, would be to 
give the strongest encouragement to direct bargaining concerning 
payments above the minima, and to put it on a more formal basis 
than is usually now the case. The general wage level could still be 
adjusted according to economic conditions through changes in the 
basic wage, and the like. A third problem is the lack of uniformity 
between the minimum wage decisions of the different Common- 
wealth and state authorities that sometimes occurs and that 
tends to cause industrial unrest. The issues involved in this ques- 
tion are, unfortunately, too complex to be discussed here. It will 
be clear; however, from this brief introduction to the economic 
aspects of Australian arbitration, that Australia is faced with 
important problems to which compulsory arbitration has not yet 
provided the answer. 


CONCLUSION 


As stated earlier in this paper the Australian system of com- 
pulsory arbitration has notable achievements to its credit. At 
present, however, this system appears to be operating without 
any clearly thought-out purpose or sense of direction. In impor- 


tant sections of industry arbitration seems to be retarding rather 
than assisting the development of good industrial relations. The 
growth of legalism is having adverse effects, both on industrial 
relations and on the trade union movement, and important prob- 
lems in the economic sphere remain to be solved. 





Economic Stability and Social Security 


Through the various benefits tt provides, a social security system 
raises the standard of living of a considerable part of the population by 
improving its conditions of life and increasing its purchasing power. 
This result is produced by means of a series of financial operations 
amounting to a far-reaching redistribution of the national wealth 
which strongly influences the economy of. the country, and particularly 
the pattern and volume of demand, as well as production costs, savings 
and labour supply.’ 

The present article examines these different aspects of social 
security and attempts to assess its effects on economic stability. 


[X setting up machinery—and often very complex machinery— 

to protect their citizens against the main social risks, govern- 
ments originally sought to provide a minimum of subsistence at 
all times to the social classes that were most vulnerable because 
of their poverty. But gradually coverage has been extended to 
a steadily broadening segment of the population and its economic 
and social impact has become correspondingly greater. All these 
protective schemes are usually lumped together under the heading 
of social security, although the terminology used in each country 
is apt to vary somewhat on this point. This article takes social 
security to mean any scheme which provides medical care, guaran- 
tees support in the event of involuntary loss of earnings from 
employment (or a large proportion of these earnings), or supple- 
ments the incomes of persons with family responsibilities, provided 
that the scheme has a statutory basis and is (in principle) admin 
istered by a public, semi-public or autonomous body. It is pos- 
sible to divide social security into five main branches, namely : 
(1) old age and invalidity, (2) sickness and maternity, (3) em- 
ployment injuries and diseases, (4) unemployment and (5) family 
allowances.} 


1 This definition is close to the one normally followed by the Interna- 
tional Labour Office, e.g. in its report entitled The Financing of Social 
Security, Report III, European Regional Conference of the I.L.O., 1955 
(Geneva, I.L.O., 1954), pp. 87-88. In order to simplify this economic analysis, 
however, we have excluded public health services and pensions of war 
victims. This article therefore refers only to social insurance and family 
allowances. : 
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This coverage is so broad and varied that it inevitably entails 
heavy expenditure which is bound to affect the working of the 
economic mechanism, and it is therefore worth making some 
attempt to gauge the importance of social security in this respect. 
This can be done from three standpoints :.that of the individual, 
considered mainly as the recipient of social benefits ; that of the 
firm, which is often where most of the income of social security 
schemes is collected! ; and lastly, that of the community as a 
whole. In this way it is possible to ascertain the share of the 
national income redistributed under the social security scheme 
and the proportion of the population benefiting by it. 

From the standpoint of the individual the extent of the cover- 
age is the best guide to the incidence of a social security scheme. 
Although unemployment is a risk that it is difficult to assess except 
in the light of the economic situation or technological factors, 
which are liable to vary from one time to another, old age and 
family responsibilities are an ever-present threat to the living 
standards of any low-paid individuals who are unable toaccumulate 
sufficient savings to cushion the effect of a fall in earnings or an 
increase in needs. The same applies to sickness and this risk was, 
in fact, calculated in the United States many years ago by the 
Committee on the Costs of Medical Care. In its report, the conclu- 
sions of which are certainly valid for a long period, the Committee 
estimated, on the basis of the years 1928 to 1931, that every year 
53 per cent. of the total population fell sick and that 30 per cent. 
had to stay away from work for more than five days.? 

From the standpoint of the firm (and from that of the nation) 
the relative importance of social security clearly depends directly 
on the number of branches in the scheme. For example, the 
British and French schemes cover all the risks referred to above and 
are relatively more expensive than the United States scheme, 
which gives only very partial maternity coverage and provides no 
family allowances at all.3 It is difficult to calculate with any 
accuracy the proportion of employers’ social security contributions 
to the total volume of wages and salaries, especially since it varies 
in accordance with the system used to finance the scheme. Table I, 
however, shows that very broadly employers’ contributions are an 
essential source of income to social security schemes. 


1 Partly because of the relatively high contributions paid by employers 
and partly because of the common practice of deducting workers’ contribu- 
tions at the source. 

2 See J. G. TURNBULL, C. A. WILLIAMs, Jr., and E. F. Cueit : Economic 
and Social Security (New York, The Ronald Press, 1957), pp. 294 ff. 

3 See I.L.0.: Systems of Social Security : United States (Geneva, 1954). 
It should be added, however, that the public social security system in the 
United States is supplemented by very widespread private schemes. 
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TABLE I. PERCENTAGE OF TOTAL RECEIPTS OF SOCIAL INSURANCE 
AND FAMILY ALLOWANCE SCHEMES DERIVED FROM EMPLOYERS’ 
CONTRIBUTIONS IN SELECTED COUNTRIES 





Country | Year | Percentage 
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1954 
1953-54 
1954 
1954 


Belgium . | 
| 
| 1954 


Denmark 
France : 
Germany (F.R.) 
Italy : 
a 
United Kingdom 
United States 


1954-55 
1954-55 
1953-54 


WW OWA 
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CANNANWNH 








Source : L.L.O. : The Cost of Social Security:(Geneva, 1958), table X. 


As may be seen from table I the percentage of the total cost 
of labour accounted for by employers’ contributions is thus apt 
to vary substantially from one country to another, but it is usually 
large enough to represent an appreciable burden on employers. 
Table II shows the rate of compulsory social security contributions 
in a certain number of industries in Europe. 

It should be pointed out that the costs thereby imposed on 
industry can often be passed on, either wholly or partly, to the 
consumers by raising selling prices or to the workers by withholding 


TABLE II. COMPULSORY EMPLOYERS’ SOCIAL SECURITY 
CONTRIBUTIONS EXPRESSED AS A PERCENTAGE OF TOTAL WAGES 
AND COMPARABLE COSTS (WAGE EARNERS ONLY) IN SELECTED 

INDUSTRIES IN CERTAIN EUROPEAN COUNTRIES, 1955 





; | ~ 
Country | Cotton | Footwear Radio | Machine Iron and | 


| and leather | electronics | tools steel 
| | 

! | 
| | | 


Source : “ Wages and Related Elements of Labour Cost in European Industry, 1955: A Preliminary 
Report ”, in International Labour Review, Vol. LXXVI, No. 6, Dec, 1957, pp. 558-587, tables III, IV, V, VI 
and VIII. 

1 Not available. * Includes payments to the Housing Fund and the Wages Equalisation Fund. 
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or reducing the increases in wages they would otherwise have 
been granted. Moreover, it will be seen that the real burden on 
industry is not so heavy as it appears, for if higher social charges 
lead to a fall in profits the amount subject to income tax is reduced 
correspondingly and the burden of social charges will be partly 
offset by the resulting fall in taxation. If the tax system is very 
progressive, this effect is far from being negligible. 

From the national standpoint the relative burden of the social 
security scheme on the economy as a whole can be gauged from 
the level of receipts and expenditure. Figures on this subject are 
not often collated and itemised in official publications ; this would 
involve compiling detailed accounts of all expenditure under the 
five branches of social security and of all the receipts intended 
to meet this expenditure, whether they come from sources ear- 
marked for this purpose or out of the State’s general income. 
This social expenditure may vary substantially as between one 
country and another. In gross terms it accounts for 10 per cent. 
of the British national income ! and over 17 per cent. of the French 
national income *, while in the United States it accounts for 
only 2.5 per cent. of the national income %, which is, however, 
certainly a large enough proportion to have some effect on the 
remainder of the economy. Similarly, while the proportion of the 
population entitled to social security benefits may vary substan- 
tially, it is usually very large, particularly in the highly developed 
economies. Table III shows the number of persons protected by 
each of the five types of scheme in certain countries during the 
year 1956. 

Thus, by reason of the contributions it levies, the benefits it 
distributes and the number of individuals it directly affects, a 
social security scheme is bound to influence the operation of the 
economic mechanism and to sway the behaviour of its members. 
The latter benefit as individuals, but does the community as a 
whole? There are two dangers here. First of all there is a risk 
that social security may, in the long run, encourage consumption 
to the detriment of capital formation and lead to a decline in the 
economy’s rate of growth. This could, perhaps, be considered a 
price worth paying for social welfare if it is decided to give it high 
priority. But may not social security actually retard the economy 
by impairing its stability? , 


1 See I.L.0.: Systems of Social Security : Great Britain (Geneva, 1957), 
pp. 72-73. 

* See “ Le budget social de la nation de 1955 4 1957”, in Statistiques 
et études financiéres (Paris), No. 99, Mar. 1957. This refers only to the social 
insurance and family allowance schemes comprising the five branches of 
social security dealt with in this article. 

® See Systems of Social Security : United States, op. cit., p. 100. 
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Some attempt will be made ‘in this article to reply to this 
second question by examining in turn the effect of social security 
on the two factors in the economic equation : the demand for goods 
and services and the supply of them. 


EFFECT ON DEMAND 


The effect of social security schemes on the pattern of demand 
is largely due to the fact that, basically, they are devices for redistri- 
buting or transferring purchasing power, i.e. money is collected at 
certain points of the economy from the cash incomes of certain 
individuals (the contributions of members) and are paid out to 
other individuals—who may to some extent be the same—whose 
circumstances fall into a special category.! This transfer of money 
leads to two sets of consequences— 


(1) In the first place once the money collected has been distri- 
buted among the recipients it is not used in the same way as if 
it had not been collected. In other words, it is the pattern of demand 
which is influenced first of all by the redistribution. This pheno- 
menon will be discussed later in dealing with the redistributory 
effects of social security. 

(2) In the second place even when receipts and expenditure for 
the five branches of social security are in balance ? the transfer of 
resources involves a change in the volume of demand. A state of 
balance, however, is exceptional and in all other cases the demand 
is quite clearly directly affected. 

To what extent is economic stability threatened by these two 
consequences? The implications of this are extremely complex and 
call for very careful analysis. We shall therefore examine in turn 
the impact of social security on the pattern of demand (the redistri- 
butory effect) and on the volume of demand. 


Effect on the Pattern of Demand (Consequences of Redistribution) 


The effect on the pattern of demand is governed by the fact 
that the redistribution of purchasing power has the two following 
characteristics : 


1 This is clearly the case when there are social insurance and family 
allowance accounts forming separate items in the State’s general budget 
with each scheme paying its own way. The same applies, however, when 
all five branches of the social security scheme are partly financed from the 
general budget, since the taxpayers then take the place of the contributors. 

2 That is when the expenditure incurred in each of these five branches 
is entirely covered by current receipts (welfare contributions or taxes) 
without the indebtedness of the State being affected either one way or 
the other. 
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(a) the transfer results in an increase in certain specific 
demands ; 
(6) the transfer mainly benefits certain social classes. 


Transfer Increasing Certain Specific Demands. 


This transfer is the whole point of a social security scheme and 
its general purpose is to enable the most essential needs to be met 
whenever individuals’ own incomes are inadequate to meet them 
fully. In so far as the levying of contributions reduces their demand 
it is the elastic part of their demand for goods and services (in 
relation to their incomes) which is affected by the fall in their cash 
incomes and certainly not the expenditure on basic items such as 
food and housing or other essential expenditure on education and 
the upbringing of the children. 

Thus it is clear that from the over-all standpoint a proportion 
of the demand that would have existed for semi-luxury and luxury 
consumer goods is either reduced, or at least restrained as the 
national income grows. At the same time the introduction of a 
social security scheme encourages the consumption of staple goods 
and services. 

Unfortunately, it is difficult to prove this point statistically. 
However, the increase in the consumption of medical goods and 
services has been measured, in France at least, in a recent inquiry 
carried out by the Office for Consumption Research and Informa- 
tion.! This inquiry shows clearly that the rise in expenditure on 
health was markedly greater than the increase in personal income 
(119 per cent. as against 68 per cent. between 1950 and 1955) or 
even in wages (84 per cent.). After making allowance for the 
increase in the cost of medical goods and services over this period 
there can be no doubt that the volume of medical consumption 
has increased sharply. On the other hand the same investigation 
showed that there was’: a marked under-consumption of medical 
goods and services among the non-insured population, which 
provides negative evidence of the effectiveness of the transfer 
mechanism in channelling demand. 


Transfer Benefiting Certain Social Classes. 


Social security thus consists, at first sight, in allocating a certain 
share of the national income to certain specific forms of expenditure. 
Nevertheless, it often happens that when social security benefits, 
particularly in the shape of family allowances or individual pen- 


1 Centre de recherche et de documentation sur la consommation, Paris. 
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sions, are drawn by persons living together with their families in a 
single home, the money is not set aside for any special purpose 
but is simply pooled with the rest of the family budget.’ It can 
even be guessed fairly safely that these cash benefits are often 
used (and from the social standpoint very beneficially) to finance 
the purchase of household equipment or annual holidays among 
the lower income groups which, but for the social security scheme, 
would have found them beyond their means. 

The effect of social security is thus not simply to increase the 
demand for medical goods and services and for staple items of 
consumption but also to stimulate the demand for less essential 
goods. It likewise helps to even out levels of consumption. 

It is clear therefore that the existence of a social security scheme 
leads to changes in the pattern of demand. These “ qualitative ” 
changes in demand are bound to affect the stability of the economy 
in which they occur, but it is difficult in their case to come to any 
general and universally applicable conclusions. The only thing 
that can perhaps bé suggested is that in so far as social security 
replaces a demand for luxury products and services by a demand 
for staple items, it tends to increase the share of total demand that 
can be expected to remain relatively stable year in year out—which 
certainly makes for economic stability. 

But the effect on the volume of demand, which we shall now 
examine, is probably far more decisive in its repercussions on the 
stability of the economy.. 


Effect on the Volume of Demand 


The effect of social security on the volume of demand makes 
itself felt in two principal ways. 

The first and obvious factor making for a higher final demand is 
the population growth, for which social security is to some extent 
responsible, partly by reducing infant mortality through the greater 
availability of care and the raising of the living standards of the 
poorest families and partly also perhaps by reducing the incentive 
to voluntary limitation of families because of the provision of 
financial assistance to those with family responsibilities. This, 
however, is only a gradual process which is not felt except over the 
medium and long term and has steadily widening repercussions as 
time goes by. 


1 The family or the household can nowadays be looked upon as the key 
unit in economic calculations and is far more realistic than the individual. 


See J. VincEens: “ La notion de ménage et son utilisation économique ”, in 
Revue économique (Paris), No. 3, May 1957, pp. 412-438. 
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On the other hand the way in which the social security scheme 
is financed has an immediate and profound impact. In this respect 
‘there is a traditional distinction between the two main principles 
of financing, namely the accumulation system and the assessment 
system. We shall see, however, that in practice this distinction 
is somewhat blurred and in this article we shall rely upon a more 
analytical distinction depending on whether a social security 
scheme keeps its receipts and expenditure in balance—in accord- 
ance with the definition given earlier—or whether there is a surplus 
or a deficit. 


Assessment System and Accumulation System. 


These two systems are readily defined. The assessment system 
may be said to be used whenever, broadly speaking, a constant 
balance is maintained between current receipts and expenditure, 
if necessary by adjusting contributions and benefits ; the expen- 
diture for each. year consists of redistributing the contributions 
and other income received during the same year. The principle 
of accumulation, on the other hand, is adopted whenever the aim 
is to set aside a proportion of the annual receipts to form a reserve, 
the interest on which will be used to pay part of the future benefits." 
In practice the accumulation system, particularly during the initial 
period when the reserves are being built up, often resembles an 
assessment system combined with a savings scheme. When it is 
borne in mind that the assessment system also requires the forma- 
tion of a contingencies reserve to cope with any unforeseen fluctua- 
tions, we can see that the two systems differ mainly in the size and 
function of their reserves.? 

The assessment system appears to be best suited to sickness and 
accident insurance and family allowances schemes, where there is a 
fairly steady ratio between the number of contributors (which deter- 
mines the level of receipts) and the extent of the risks (which 
determines the level of benefits). 

While, from the financial standpoint, this steadiness would 
appear to justify using the assessment system to deal with a great 
number of the risks covered by social security schemes, the position 
is somewhat more complicated as regards retirement and old-age 
pensions, in which allowance must also be made for the age structure 
of the groups concerned. The assessment system can only be abso- 
lutely fair in one case, namely where .the demographic. structure 
of the population is so stable that from year to year and over 
a’ long period it is possible to anticipate a relatively constant 

1 The Financing of Social Security, op. cit., p. 59. 

2 Ibid., p. 60. 
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ratio of pensioners to contributors. If on the other hand the 
percentage of pensioners is expected to rise (owing to the aging 
of the population or the lowering of the retirement age) it would 
be inadvisable to impose such a steadily increasing burden upon 
the population of working age. It would perhaps be fairer to 
require the pensioners during their working lives to build up the 
funds that will support them later. 

Unemployment compensation schemes are run on the assessment 
system, although owing to the alternation of unemployment 
with full employment a longer reference period than the calendar 
year should be used so that funds can be accumulated during boom 
periods to meet the increased demands of the recession years ; 
this is an essentially anti-cyclical measure which will be referred 
to later.! 

Nevertheless, although in certain circumstances there are good 
grounds for choosing the accumulation system, it is tending 
nowadays to fall into disuse. There are many reasons for this, 
chief among them being the risk of currency depreciation, the 
weakening as time goes by of the relation between benefits and 
contributions and also the difficulty of managing and investing 
the accumulated funds owing to their sheer size. 

This fact, coupled with the practical difficulty referred to earlier 
of drawing a distinction between the assessment and accumulation 
systems, makes it preferable for purposes of economic analysis 
to classify social security schemes according to whether or not 
their accounts are in balance. 


Balance or Unbalance between Social Security Receipts and 
Expenditure. 


The balance between receipts and expenditure in the five 
branches of social security is often upset, sometimes deliberately 
and sometimes not. We shall examine in turn the cases in which 
schemes are in deficit, in balance and in surplus. 


(1) A deficit may be incurred by a social security scheme as 
part of a plan to boost general demand. This would be done 
for example during a period of economic recession or stagnation 
in order to give the economy new impetus by injecting extra 
purchasing power. Usually, however, the unbalance is not deliber- 
ately brought about and if a deficit occurs, it is liable to set up 
inflationary pressure which must be fought by taking counter- 
measures to restore the balance of the economy. 


1On this point see below under “ Social Security and the Economic 
Situation ”. 
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It is possible to meet the deficit in several ways. It would be 
theoretically possible to borrow the necessary money from the public. 
As this would withdraw purchasing power, inflationary pressure 
would be correspondingly reduced.. However, in so far as part of the 
money borrowed in this way would otherwise have lain idle the 
effect of such a step would be moderately inflationary instead of 
nil. The State can also fill the gap between expenditure and receipts 
by having recourse to the banks. In so far as the banks respond 
to the request for money simply by expanding the amount of credit, 
they create new purchasing power and the consequences are 
obviously highly inflationary. It is likely, however, that the 
' banks will simultaneously reduce the amount of credit available 
to the rest of the economy, so that a counter movement will be 
set up which will tend to check the growth of demand. 

On the other hand, if the issuing bank or institution provides 
the money to cover the deficit, extra purchasing power will be 
directly created and the full inflationary effect will then be felt. 


(2) Even if the receipts and expenditure of all five branches 
of the social security scheme are in balance, the possibility of 
such inflationary tendencies cannot be ruled out. There are two 
reasons for this. 

In the first place the introduction of a social security scheme 
may mean that institutional protection is to some extent substituted 
for individual providence, which often took the form of cash-saving. 
Consequently, throughout the nation as a whole, or the branch 
covered by a particular scheme, the meed for saving disappears 
since the. social welfare agencies, merely by redistributing the 
contributions for the current year, enable individuals to meet 
expenditure which would otherwise be considered exceptional. 
This will lead to a fall in savings equal in amount to the sums 
that would otherwise have been set aside privately to meet unfore- 
seen expenses but would never have been needed for this purpose, 
and hence to a corresponding increase in total demand: 

This inflationary effect, however, may in practice be very 
limited or non-existent. Before social security existed a good 
number of people were probably unwilling (or could not afford) to 
put aside enough money to cover all contingencies. Instead they 
drew on their savings or realised some of their assets if anything 
did happen, with the result that the savings of provident individuals 
were to a large extent offset and perhaps even completely can- 
celled out. 

But even so, there are probably other forces making for an 
increase in demand following the introduction of a social security 
scheme. The fact that such a scheme enables the recipients of 
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benefit—even those who are improvident—to maintain a higher 
level of consumption than they could otherwise have done, having 
regard to their circumstances, when they draw the benefit, means 
either that other individuals are consuming less or that the com- 
munity is saving less. But when the scheme is introduced the new 
contributions, which in the end are always borne by physical 
persons, do not entail a strictly comparable reduction in the 
latter's demand. It is likely that the levy will in some degree 
curtail their savings as well as their demand for goods and services 
(depending upon their marginal propensity to consume). On the 
other hand the sums collected in the form of contributions will 
be entirely “ consumed ” by the welfare agencies and distributed 
in the form of benefits and of wages (i.e. administrative costs). 
There will thus be an “ injection ” of extra purchasing power into 
the economy which will be equal to the share of the income of 
individuals which is no longer saved as a result of the levying of 
the new contributions, i.e. an increase in demand. This injection 
may itself have a cumulative impact because of the multiplier 
effect | and may lead to a very sharp increase in demand. This is a 
manifestation of a very general phenomenon which has mainly 
been studied from the standpoint of government budgeting, 
namely the inflationary effects of even a balanced budget.? 


(3) If it is desired to maintain the equilibrium of the economy 
the accounts of the social security scheme taken as a whole must 
therefore not only be in balance but must showa surplus. Moreover, 
this surplus must be put to proper use and this at once rules out a 
number of methods which would, in practice, indirectly eliminate 
the surplus originally aimed at. This would occur for example if 
the surplus were lent to the treasury in the form of short-term 
bills or notes or in any other way became a net addition to govern- 
ment borrowing. If this happened there would clearly be no surplus 
in the sense implied by the definition (given earlier) * of a balance 
between social security receipts and expenditure, even though 
the books of each of the five branches showed a surplus‘, and it 
would be useless to expect any sort of deflationary effect from an 
approach of this kind. On the other hand such an effect could be 
expected in two main cases. Firstly, the surplus could be used to 


1 If its operation is not checked by the inelasticity of the monetary 
system. 

2 Cf. forexample T. HAAVELMO: “ Multiplier Effects of a Balanced Budget”, 
in Econometrica (Chicago, Econometric Society), Vol. 13, No. 4, Oct. 1954, 
pp. 311-318, and the bibliography listed. 

3 See p. 439, note 2. 

4 The same would apply if the surplus of the social security scheme 
were used to lower taxation. 
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extinguish a part of the government’s debt towards the banks and 
more particularly towards.the issuing bank or institution. If 
this were done there would be an immediate fall in the volume of 
money owing to the cancellation of the bills or notes which had 
served earlier, through having been discounted, as backing for an 
increase in the volume of money and this would exercise a strong 
deflationary influence. In the second place the surplus could also 
be used for repaying the government’s debts towards the public, 
or else for purposes which would otherwise have forced the govern- 
ment to borrow from it. Nevertheless, the deflationary effect 
would not be as marked as in the previous instance, unless the 
individuals concerned did not touch any of the money which was 
refunded to them or which they would otherwise have subscribed. 
This is a somewhat unrealistic assumption, but when it is borne in 
mind that interest rates will tend to fall owing to the increase 
in the money available; it is likely that, given a certain preference 
for liquidity, there will be a rise in the amount of cash in land 
that individuals will wish to hold. The result will be a certain 
fall in the effective demand. At the same time, thé stimulus given 
to investment by a lowering of interest rates will also tend to off- 
set to some extent the deflationary effect of the budgetary surplus. 


Tentative Assessment of the Effect on Demand 


We must now try to draw some conclusion from this rapid 
analysis of a very complex set of forces. Broadly speaking, it 
would appear that unless the government takes counter-measures 
most of the forces described here make for the expansion of demand, 
particularly for consumer goods and services. 

Nevertheless, in order to gauge the true strength of these 
expansionary forces, it is necessary to decide how far they are 
permanent. If the policy in financing welfare benefits is that the 
social insurance and family allowance schemes must pay their 
way, the immediate expansionist tendencies can, by and large, be 
reduced to two types : (a) the inflationary effect of even a balanced 
budget, and (0b) the fall in savings and the corresponding increase 
in the demand for consumer goods as a result of the disappearance, 
or at least the lessening, of the need for individuals to accumulate 
savings (as a precautionary measure). 

The inflationary effects of even a balanced budget are only 
felt, however, if the budget is larger or if there are some new items 
of receipts and expenditure. Thus, the inflationary effects are 
hardly felt except when the social security scheme is first intro- 
duced, and in subsequent years there will be no additional effect 
if the welfare budget remains steady. It follows that there is no 
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cumulative expansion of demand, but simply a shift in consumption 
from its original level to a higher level, which is then stabilised.! 

Similarly, the disappearance of the incentive to thrift in certain 
individuals may, as we have seen, have the immediate result of 
releasing their cash savings, which in turn may lead to a sharp 
increase, at least in theory, in the demand for consumer goods. 
In practice, since the level of saving among individuals in the 
lower income groups is very small in most countries, it is quite 
certain that a high proportion of those who draw welfare benefits 
would have been unable, in any case, to set aside enough money 
to cope with sickness, unemployment or any other contingency. 
The volume of savings made available will therefore be smaller 
than might at first sight be thought. Moreover, it is likely that 
many of those who did manage to save in the absence of a social 
security scheme will continue to do so even after it is introduced 
so that, when they suffer a loss of income or their expenses increase, 
they will be able to add something to the social security benefits 
from their own resources in order to maintain a standard of living 
comparable with that to which they are accustomed. 

In any event, the effects of this release of cash savings will be 
short-lived and the only lasting result will probably be a slight 
rise in the level of consumption as these individuals no longer feel 
the need to build up their cash holdings again once they are spent, 
or to save any longer, or to the same extent, to provide for their 
old age. 

In the last analysis the immediate and long-term factor which 
has the greatest expansionary effect is probably the population 
growth which social security schemes, as we have seen, are liable 
to encourage. ‘ 


EFFECT ON SUPPLY 


For our purpose the economically active individuals covered 
by social security schemes can be divided into two main classes : 
the insured and the employers. The former, who contribute mainly 
to the demand for consumer goods (and whose behaviour we have 
just analysed) are also affected in their capacity as suppliers of 
labour on the production market. The second category—the 
employers—figure mainly as producers. 


Effect on the Supply of Labour 


The effect of social security on the volume of labour available 
in the economy makes itself felt in a number of ways. 


1 Although this may lead to a permanent slackening in the rate of 
growth owing to the lower rate of capital formation in the economy. 
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The State of Health of the Labour Force. 


The effect of social security on the state of health of the labour 
force is obvious. The improvement in the workers’ state of health 
brought about by the provision of medical care .and protection 
without charge,.or at low cost, is justified on more than moral’ 
and humanitarian grounds. Healthy workers are efficient: pro- 
ducers, and energetic and immediate treatment is often the best 
form of medical care.1 Adequate and speedy medical facilities 
provided under social security schemes reduce the economic effects 
of sickness or accidents in two ways— . 

(a) First they prevent the health of sick workers from getting 
worse ; if there is no social security the lowest paid workers, who 
have to meet the cost of any medical care they may need, usually 
tend to put off calling in the doctor in the hope that they will get 
better without needing expensive treatment. The removal of 
this anxiety once a sick person is cared for under the social security 
scheme means that the duration of disability is reduced, or even 
that there will be no disability at all. This in turn increases the 
volume of labour available, particularly by reducing the amount of 
absenteeism due to sickness, which is an important factor in the 
level of productivity. 


(b) In the second place the fact that sick and injured people 
are referred to a doctor at an earlier stage can be expected, as a 
rule, to reduce the amount of care required, thereby leading to a 
saving in the demand for medical care.?, Moreover, a centralised 
social security institution should be more efficient, i.e. for a given 
volume of services it should require less — and above all, 
less specialised equipment.® 


Encouragement of Population Growth. 


Population growth, as we have said, is likely to swell final 
demand ; in addition it is likely in the long run to bring about an 
increase in the size of the labour force available. Although it is 
difficult to make a concrete assessment of the influence that welfare 
schemes may have on population, two effects are beyond dispute. 
On the one hand there is less of a check on births in cases where the 


1 See TURNBULL, op. cit., pp. 281 ff. 

2 See TURNBULL, loc. cit. 

3 This, however, is mainly a prospect that lies in the future. As things 
stand at present a large section of the population in most countries would 
have to make a considerable reduction in its consumption of medical care 
if there were no social security scheme. The effect of such a scheme is 
therefore undoubtedly to increase the share of the national income devoted 
to medical services. 





ECONOMIC STABILITY AND SOCIAL SECURITY 449 
voluntary restriction of families is practised and where family 
allowances are paid ; on the other, better health conditions and the 
provision of care, either at low cost or free of charge, to mothers 
and children, cause maternal and infantile mortality to fall sharply. 
These two factors will result—although probably only with a 
fairly considerable time lag—in a significant increase in the labour 
force. 





Reduction in the Length of Working Life. 


There will very probably be a fall in the supply of labour 
owing to the shortening of the working life, which is usually brought 
about by the granting of the two following types of benefit : 


(a) Family allowances, which often mean that children spend 
a longer time at school or undergoing vocational training. Thus 
the time when they become producers in the national economy 
is postponed and the volume of labour is reduced accordingly. On 
the other hand it can be argued that these young workers are 
better trained when they do finally enter industry and that their 
productivity is higher as a result, so that what is lost in one way 
is partly made up in.another. 

(b) Old-age pensions and benefits, which usually lead to the 
withdrawal from active employment of older workers who, but 
for these welfare payments, would have gone on working. The 
relative importance of this factor obviously depends inter alia on 
the demographic structure of the nation concerned, but the net 
result is beyond dispute. 


On the other hand social security schemes help to prolong 
effective working life in some cases by preventing premature 
disablement through the provision of better curative and preventive 
medical facilities, as well as by rehabilitating many handicapped 
persons who would otherwise have been forced to give up work. 

Nevertheless the existence of a social security scheme will 
probably make for a fall in the average length of working life by 
tending to make it start later and end earlier. 


Decreased Flexibility of the Labour Force. 


The three effects referred to above are mainly quantitative in 
character. But there is also a qualitative consideration—the 
diminished flexibility of the labour force resulting from the intro- 
duction of welfare benefits—which is equally important. 


1 Even when pensioners do not stop working entirely they usually 
confine themselves to doing odd jobs which bring in a little extra money. 


5 
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Needless to say, unemployment benefit has the most marked 
influence in this respect. The incentive to look for a job in a differ- 
ent occupation or district is inevitably much weaker for an unem- 
ployed man whose minimum needs are met by benefit payments. 
At all events he will probably wait longer before deciding to change 
his occupation. Moreover, the insulation of individuals from labour 
market conditions, and their lack of enterprise when faced with 
changes in demand, may be increased by the fact that the part of 
their income represented by family allowance and sick benefit 
(if any) is in no way linked with their job or the level of their 
earnings. They are thus liable to find it harder to adapt themselves 
to changes in economic conditions. 


In the short run, then, the net effect of social security on the 
supply of labour would appear to be inflationary, in that it tends 
to limit the supply. The improvement in health standards may 
have a favourable effect but the size-of the active population will 
probably decline and its structure will become more rigid and more 
insensitive to production needs. Only in the long run will more 
favourable forces make themselves felt, both quantitatively (owing 
to the growth of population which may take place) and qualita- 
tively (owing to better vocational training made possible by the 
raising of the school-leaving age). 

It remains now to examine the elect of social security on 
production. 


Social Security and Production 


The effect of social security on production can perhaps be 
looked at in three ways, depending on the length of time considered. 


Short-Term Effects. 


The most immediate result of a social security scheme is a rise 
in the cost of labour, for it will be recalled! that the employers’ 
contributions which must be added to the wage are often very 
substantial. 

The employers normally tend to iid by trying to pass on these 
higher costs either to the consumers in the shape of higher prices 
or to the wage earners themselves by withholding wage increases. 
Whether or not they can do so depends on the state of supply and 
demand in their particular industry—a question which cannot be 





1See table II, p. 436. 
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dealt with in this article! It need merely be stated that the posi- 
tion will quite certainly vary from one industry to another and 
that the profitability of firms will accordingly be affected in very 
different ways depending on the industry or trade to which they 
belong. If, for the reasons discussed earlier, the extension of social 
security leads to an increase in over-all demand, this will enhance 
the likelihood of a rise in prices. 


Medium-Term Effects. 


This rise in the cost of labour can be expected to influence the 
production techniques employed. The possibilities of replacing 
labour by capital, men by machines, has given rise to a good deal 
of debate.2 In practice there would not seem to be much risk of 
such a substitution taking place on a large scale for the following 
reasons : ; 


(a) In the first place, as we saw earlier, the introduction of a 
social security scheme is very likely to have an adverse effect upon 
saving. It must therefore be expected that the cost of capital will 
increase, since it will be in shorter supply, so that the substitution 
of machines for men will not be such a paying proposition. 

(b) In the second place the increase in labour costs will affect 
the manufacture of capital goods as well as of consumer goods. 
Thus the production facilities themselves will cost more. Undoubt- 
edly this increase in prices will be smaller than the increase in wages 
and related charges since it will only affect one of the components 
in the total level of costs but it does represent a second factor 
which will tend to curtail any substitutions likely to reduce 
employment. 

(c) Lastly, in so far as this tendency towards substitution may 
reduce the volume of employment, it may be offset by the tendency 
(referred to earlier) for the labour supply to decline. 

Apart from these purely mechanical reactions, employers will 
ultimately be guided by their expectations as to the future course 
of the economy and their beliefs as to the future pattern of prices, 
labour costs and capital costs. It is even possible that they may 
expect the relative position of these components to remain un- 
changed owing to the general increase in prices following the 
introduction of a social security scheme. In such a case there will 
be no substitution of capital for labour. 


1On this problem of the incidence of employers’ contributions see 
S. Harris: Economics of Social Security (New York, McGraw-Hill Book 
Company, 1941), pp. 330 ff. 


2 See in particular S. Harris, op. cit. 
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Long-Term Effects. 


However, it is highly probable that managements will become 
aware of any marked trend and will adapt their production facilities 
accordingly. If the relative dearness of labour as compared with 
capital continues, it will not only encourage the substitution 
(referred to earlier) of the cheapest for the dearest production 
factor, in so far as technical considerations allow, but it will also 
(in an economy open to competition from foreign goods manu- 
factured under different cost conditions) tend to foster a relatively 
greater development of industries requiring the least expensive 
labour. The nation’s industrial structure will therefore tend to 
change, as will the nature of international trade.! 

It is also likely that there will be at least a relative decline of 
firms and industries which have least opportunity to pass on their 
higher labour costs to the consumers c: their own workers. 

Certain long-term distortions in the national productive structure 
may also be brought about by the fact that the redistribution 
carried out under social security schemes sometimes tends to benefit 
certain industries or trades to the detriment of others. Thus for 
example in most countries there is an equalisation of the risk of 
unemployment by virtue of the existence of a single fund which 
levies flat-rate contributions on all occupations irrespective of the 
risk of unemployment in each of them. This system obviously 
benefits the industries most exposed to unemployment and can be 
classified as a subsidy to them paid by industry as a whole. The 
same argument applies to compensation for employment injuries 
and occupational diseases whenever contributions are levied without 
regard to the risks incurred. Family allowances, which are extremely 
effective devices for levelling incomes, are an even clearer example 
since they transfer a considerable volume of purchasing power 
from one branch of the economy to another, e.g. from industry 
to agriculture, without taking account of variations in productivity. 

Any possible repercussions that these practices may have on 
industry are, of course, difficult to assess, but they are certainly 
not negligible and some idea of the size of these hidden subsidies 
can be gauged from the fact that in Denmark, where contributions 
vary in accordance with the risk of unemployment in each occupa- 
tion, the contributions to the unemployment insurance funds vary 
from 0.2 per cent. to 4 per cent. of the total wage, depending on 
the occupation.? 


1 This raises the problem of harmonising social charges. On this point 
see I.L.0.: Soctal Aspects of European Economic Co-operation. Report by 
a Group of Experts, Studies and Reports, New Series, No. 46 (Geneva, 1956). 

2 See The Financing of Soctal Security, op. cit., p. 42. 





ECONOMIC STABILITY AND SOCIAL SECURITY 


SocIAL SECURITY AND THE ECONOMIC SITUATION 


To conclude this brief survey some attempt must be made to 
weigh up the different consequences that the introduction of a 
social security scheme is likely to have, namely its essentially 
expansionist influence on demand}, its relatively restrictive effect 
on the supply of capital through the diminishing of savings, and 
its uncertain but probably adverse effect on the short-term supply 
of labour, coupled with an increase in costs—all factors which seem 
definitely inflationary and calculated to bring about a marked 
increase in prices. 

It would be a mistake, however, to look upon social security 
merely as a source of inflation causing economic dislocation and 
all-round hardship in order to make certain social benefits available 
to some sections of the community—benefits which are largely 
swallowed up by the rise in prices. In point of fact we have hitherto 
ignored the state of the economy, which to a large extent governs 
one vital factor—the elasticity of supply. 

Social security undoubtedly causes an increase in the amount 
of purchasing power devoted to demand, particularly to final 
demand. But this state of affairs may give a fresh impetus to the 
economy if it is passing through a depression. It may also prolong 
a boom whenever demand shows signs of slackening. 

It is also true that labour costs are increased. But when pro- 
duction capacity is not used to the full an expansion in demand 
may not cause over-all unit costs to rise, despite this increase, for 
fuller use of equipment should lead to a fall in capital costs per unit 
and these, at least in part, can offset the rise in labour costs. Hence 
it does not follow that the prices of products will rise or at least 
that they will rise sharply. 

Thus although inflationary during boom periods, a social 
security system can infuse new life into a faltering economy. Even 
so, the inflationary effect is largely felt when the scheme actually 
comes into force (or undergoes a major extension), and once it 
has been introduced and becomes part of the economic setting 
it is accepted by business men as just another item in their costs. 
It is similar to the periodical increases in wages which abound in 
economic history and which, as a rule, are finally absorbed by the 
economy without leading to any far-reaching crisis. It must not 
be forgotten, however, that the more even distribution of income 
brought about by social security, although desirable in itself from 
the standpoint of economic welfare, is, as we have seen, likely to 


1 Unless counter-measures are taken, e.g. by budgeting for an excess 
of receipts over expenditure. 
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reduce the rate of saving and investment in the long as well as the 
short run and this will probably cause the curve of the economy’s 
growth to flatten out. 

On the other hand, even after a social security scheme has 
been in operation for some years, one beneficial effect will still 
be felt, namely a certain stability in demand at a higher minimum 
level. Welfare benefits, by and large, are not affected by fluctua- 
tions in the economic situation and thus help to keep up effective 
demand. This cushioning effect is enhanced by the fact that the 
volume of some types of benefit varies with the economic situation 
and this provides an additional corrective element. For example, 
contributions to unemployment insurance schemes tend to exceed 
outgoings during periods when the rate of employment is high, 
thereby limiting demand whenever supply is relatively inelastic. 
On the contrary, during periods of widespread unemployment, 
the fund runs a deficit on current account and the benefits it pays 
constitute an injection of purchasing power likely to be very 
useful in helping to reinvigorate the economy. 

Of the same type is the provision.made some years ago by 
Act of Parliament in the United Kingdom to vary welfare contribu- 
tion rates deliberately in order to combat cyclical fluctuations 
and maintain a high and stable level of employment.! However, 
nothing has actually been done along these lines in recent years 
probably because any major cycle has so far been avoided. The 
policy is nevertheless ready for use, if necessary, although in 
practice it would strike a number of serious snags. 

The foregoing study has dealt only with broad trends. It is, 
of course, mainly useful as a logical, if relatively abstract, frame- 
work and before trying to fit it to any real-life situation it would be 
essential to examine any special features which accentuated one 
or other of the effects described at the expense of the others. 
But in the final analysis it would appear that social security schemes 
make for an expansion in demand. They are not really inflationary, 
however, except during boom periods, when supply is relatively 
inelastic, and even so, their inflationary effects are normally con- 
fined to the stage immediately following their introduction. Sub- 
sequently they operate mainly as a stabilising element in the 
economy. 


1 See National Insurance Act of 1 August 1946 reproduced in J.L.O. 
Legislative Series, 1946 (G.B. 3); and also the British White Paper entitled 
Employment Policy, Cmd. 6527 (London, H.M. Stationery Office, May 1944), 
. pp. 22-23. 





REPORTS AND INQUIRIES 


Incidence and Duration of Industrial 
Disputes 


Two articles on the incidence and evolution of industrial disputes in 
various countries have appeared in the Review in recent years. Continuing 
the analysis of this important subject the present article attempts to bring 
the information contained in the previous studies up to date and to add 
information on the duration of disputes. The data available for this purpose 
are sufficiently complete only for 28 countries ; it should be noted, however, 
that the number of man-days lost through industrial disputes in these 
countries since 1949 represents nearly 95 per cent. of all days lost in the 
61 countries and territories for which data are available. 


In the modern economy industrial disputes are one of the most 
tangible manifestations of disagreements and conflicts of interest. 
Employers and workers are constantly joining issue over such questions 
as a fair rate of pay, working conditions, output or productivity, the 
interpretation: of contracts of employment or trade union privileges. 
These clashes are in themselves as old as mankind, but in their present- 
day form, far from being the product of chance, they reflect a major 
development in society. Industrial disputes in the broadest sense have 
always existed—for example, the slave risings of antiquity—but the 
circumstances in which they arose and were resolved had nothing 
whatever in common with those of modern disputes. One of the most 
significant things about the latter is that in society today it is not only 
the routine, everyday relations between employers and workers that 
are ordered and, indeed, regulated in some detail, but also—strange 
though it may seem—the exceptional relations arising out of disagree- 
ment, tension or loss of confidence between the parties, i.e. industrial 
disputes. This state of affairs marks an immense advance in the history 
of human relations, and is no less significant because of the existence of 
certain lapses, which should rather be considered as exceptions confirm- 
ing the rule. 

A careful analysis of industrial disputes shows a certain interdepend- 
ence between them and a number of factors which affect the economic 
and social position at any given time and place. These factors are 
clear-cut and quite independent of chance, emotion and whim, e.g. slight 


1 See “ Industrial Disputes 1937-54”, in International Labour Review, Vol. LX XII, 
No. 1, July 1955, pp. 78-91 and “The Incidence of Industrial Disputes by Industry”, 
ibid., Vol. LX XIV, No. 3, Sep. 1956, pp. 290-302 
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changes in the complicated indices which measure the cost of living, or 
in the legal basis of employment ; a falling-off in sales or output, leading 
to cuts in employment or wages; or a decision considered by the workers, 
or their unions, to be discriminatory. 

It is, however, very difficult to make a detailed study of this inter- 
dependence between industrial disputes and economic and social factors, 
for there is a dearth of accurate, comprehensive studies of social conflicts. 
Moreover, our knowledge of the economic machine and of the laws 
governing social reactions to economic changes has not yet been reduced 
to mathematical form. It is also impossible to detect, classify, and 
analyse all the disagreements, tensions, and conflicts of opinion or 
interest which occur in industry and which, broadly speaking, come 
under the heading of industrial disputes. For example, how is it possible 
to detect and measure all the deliberate slow-downs which, without. 
actually taking the form of a stoppage of work, may nevertheless lead 
to a loss in output of the same magnitude as actual strikes which, on 
the average, rarely result in a loss of more than one day per year? How 
is it possible to take account of disputes which do not lead to a stoppage 
of work because they are settled by a government arbitrator or some 
other mediating authority? Any statistical survey must, therefore, be 
confined to actual stoppages of work brought about by the worke rs 
(strikes) or employers (lockouts). 


THE AVAILABLE FACTS AND THEIR PRESENTATION 


Statistically speaking an industrial dispute is characterised by the 


number of workers who take part, and by its duration ; these two items 
combined show the number of working days lost on account of the 
dispute. The number of disputes, the total number of workers involved 
and the number of days lost thus constitute the basic statistical material 
available in every country which compiles relevant data. Their defini- 
tion, meaning, and limitations have been described in two preceding 
articles on industrial disputes and there is no need to revert to the ques- 
tion here.} 

This material, however, is merely descriptive. To make a thorough 
analysis of the trends in industrial disputes, additional calculations are 
necessary, and, while they are more difficult to interpret, they give a 
better insight into events and help to place them in their economic 
setting; they also make it possible to draw comparisons between 
countries without being influenced by such factors as differences in the 
total number of workers, industrial structure, etc., in the countries 
concerned. Examples of such calculations are the total number of days 
lost per worker employed in each branch of the economy, the ratio of 
the number of working days lost to the number of workers involved 
(or average du.ation of disputes), etc. Comparisons between these 
figures for one period or country and another can give a clearer under- 
standing of the available facts and of the pattern of industrial disputes 
throughout the world. 

Opportunities of description and analysis, houwint are limited by 
the inadequacy of the figures available. It could hardly be expected, 
of course, that countries where industrial disputes are illegal should 


1 See “Industrial Disputes 1937-54”; op. cit.; and “ The Incidence of Industrial 
Disputes by Industry ”, op. cit. 
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publish statistics on this subject. But, of the others, only 61 countries 
or territories have supplied statistics to the International Labour Office 
and, in many instances, even these are far from being complete. Quite 
often, they only began to be compiled quite recently and chronological 
comparisons are still out of the question ; while in other cases the series 
are still far from comprehensive and do not give a sufficiently reliable 
picture of events to be usable. 

A selection has therefore to be made among the available figures, 
particularly if one wishes to cover a sufficiently long period to be able 
to draw any worthwhile conclusions, and to achieve some continuity 
with the information given in the series of articles on this subject 
published in the Review. The statistical survey of the trend in industrial 
disputes and their duration is therefore confined, as in the previous 
articles, to the figures supplied by 28 countries, although it should be 
noted that the number of man-days lost as a result of industrial disputes 
in these 28 countries has, since 1949, accounted for nearly 95 per cent. 
of the total number of days lost in the 61 countries or territories for 
which information has reached the International Labour Office. 


RECENT TRENDS IN INDUSTRIAL DISPUTES 


The figures assembled with regard to the 28 countries dealt with 
in the previous articles, are given in tables I and II. In these articles, 
the trend in industrial disputes throughout the world was analysed up 
to 1955 and the present article, in order to bring the information up to 
date, will therefore deal with the years 1956 and 1957. The 1957 
figures for a number of countries are, however, either incomplete or 
provisional and the analysis for that year is therefore bound to be 
somewhat sketchy. 

Tables I and II show that the number of days lost as a result of 
industrial disputes, which rose from 49.0 million in 1954 to 58.1 million 


TABLE I. NUMBER OF WORKERS INVOLVED IN INDUSTRIAL DISPUTES, 
1949 to 1957 


(In millions) 
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* Argentina (Buenos Aires), Australia, Belgium, Burma, Canada, Ceylon, Chile, Denmark, Finland, the 
Federal Republic of Germany, Hawaii, Ireland, Israel, the Netherlands, New Zealand, Norway, Pakistan, 
the Philippines, Puerto Rico, Sweden, Switzerland, the Union of South Africa and the United Kingdom. 
® Provisional figures. 
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TABLE II, NUMBER OF DAYS LOST THROUGH STOPPAGES OF WORK, 
: 1949 to 1957 


(In millions) 





| Year | France | India | Italy Japan aa ee. Pant 
| | | 
Sa eee 7.1 66 | 266 | 43 | 305 17.3 96.2 
2 Oe 11.7 1326 | 78 1 OS | Be | 8S 94.9 
ae | 3.5 3.8 45 | 60 229 | 11.2 } 519 
oe ee a4 3.3 3.5 15.1 59.1 10.8 | 93.5 
en ee A 3.4 5.8 | 4.3 28.3 9.8 | 61.3 
Ce | 1.4 3.4 5.4 3.8 22.6 12.4 49.0 
ee | oe a7 5.6 | 3.5 28.2 | 12.0 | 58.1 
oh ee | 1.4 tk | See 4.6 33.1 23.2 73.5 
i ee i 3.3" Bee) Sel 3.2" | 15.5") 22.7°| Soo" 
| | 
1 See table I, note 1. * Provisional figures. 


in 1955, continued to increase in 1956, when it reached 73.5 million ; 
in 1957, however, it fell back to around 55 million. Although high, the 
figure for 1956 is still well below that for 1949, 1950 or 1952 when it 
reached nearly 100 million. The 1957 figure is among the lowest for the 
post-war period. ; 

Similarly, the number of workers involved in industrial disputes 
in the 28 countries rose from 7.9 million in 1954 to 8.9 million in 1955 
and again to 9.8 million in 1956. The information available for 1957 
is so fragmentary that it is not possible to calculate even an approximate 
total figure. 

Tables I and II also contain statistics for France, India, Italy, 
Japan and the United States. For the United States the average number 
of days lost through disputes between 1949 and 1956 was some 35 million 
per year; for the other four countries the corresponding figure was 
5 million or more per year. The next country is the United Kingdom 
with an average of 2.2 million days lost per year. Table III translates 
these figures into percentages and shows that the five countries included 
in the tables accounted on the average for about 80 per cent. of the 
total number of days lost through industrial disputes in the countries 
for which figures are available. 

In 1956 the 33 million days lost in the United States as a result of 
industrial disputes represented just under half (45 per cent.) of the 
total number of days lost in the 28 countries. The main dispute involved 
650,000 workers of the iron and steel industry who went on strike for 
36 days, beginning on 1 July, and secured an increase in hourly rates 
of pay, special rates for Sunday work and, above all, a substantial 
increase in the unemployment benefit payable by the employers. 

_ If we look at table III, we see that in 1956 the proportion of working 
days lost in the five countries for which individual figures are given was 
lower (68.5 per cent.) than in previous years. This is because major 
disputes broke out in other countries during the year, particularly in 
Finland, Norway, Denmark and Argentina. 

In Finland the general strike, which lasted from 1 to 19 March, cost 
the country 7 million working days. This strike, which was the most 
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TABLE III. NUMBER OF DAYS LOST THROUGH STOPPAGES OF WORK IN FIVE 
COUNTRIES IN RELATION TO THE TOTAL FOR 28 COUNTRIES, 1949 To 1957 


( Percentages ) 
_ Country ' 195 52 1956 


France 
India 
Italy 
Japan 
United 
states .. * : 44.1 63.2 


Total for - ; 
five coun- 
tries.. .. : 78.4 88.3 


' For the list of the other 23 countries see table I, note 1. * Provisional figures. 


serious in the country’s history, was called for higher wages to offset 
the rise in the cost of living and it ended with an increase of between 
7 and 10 per cent. 

Industrial disputes also cost Norway more working days in 1956 
than during the past 25 years, namely a total of 1.5 million. In Denmark, 
over 1 million days were lost during a wave of strikes which only subsided 
after a new wage settlement had been approved by Parliament, whereas 
since 1948 the annual figure had remained below 25,000 days. 

Other major disputes broke out in Argentina, where a number of 
large-scale strikes involving 300,000 workers caused a loss of 4.3 million 
working days in manufacturing industry alone, in the Federal Republic 
of Germany, where. the strikes in the metal and engineering industries 
in October 1956 were the biggest since the war, and in Brazil and Peru. 

To sum up, industrial disputes were more widespread geographically 
in 1956 than in previous years. 

This trend continued in 1957 as is shown by the available provisional 
figures. 

The number of days lost through industrial disputes in 1957 fell to 
around 55 million and disputes in fact declined in four out of the five 
countries where they are usually most severe. France was the exception 
and lost some 3.3 million working days, i.e. twice as much as in the 
previous year. 

In the United States the year 1957, with only 15.5 million days lost, 
was quieter than any year since 1944 and this figure only accounts for 
28.1 per cent. of the total number of days lost in the 28 countries, 
although, even so, it is by far the highest for any one country. No 
individual dispute assumed major proportions ; the most spectacular 
was the strike of drivers on the New York subway in December, which 
lasted a week and had a depressing effect on Christmas sales. 

The countries, other than the United States, which were mainly 
affected by industrial disputes in 1957 were the United Kingdom, 
India, France, Italy, Japan, the Federal Republic of Germany, Argentina 
and Brazil. 
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Very widespread strikes which, at their peak, involved nearly 
1,700,000 workers, occurred in the United Kingdom in support of wage 
claims. These strikes, which began in the shipbuilding industry, subse- 
quently spread to engineering, aircraft and electrical engineering and 
during the month of March alone 3.8 million working days were lost; 
the total number of days lost in 1957 was 8.4 million—four times the 
1956 figure. 

In France industrial disputes were largely prompted by the increase 
in the cost of living. In the early part of the year a 48-hour strike 
occurred which paralysed rail transport, the Paris transport system, 
airports and inland shipping. Disputes broke out in October in’ gas and 
electricity supply and culminated on 20 November in a general strike of 
civil servants. 

Lastly, in South America a number of disputes occurred in Argentina, 
particularly at the end of September 1957 when 62 unions came out in 
sympathy with 45,000 communications workers on strike ; Brazil was 
faced with the biggest strike in its history when 400,000 workers in the 
textile, engineering, printing, paper and tanning industries stopped work 
on 15 October to demand a wage increase of 45 per cent. ; they resumed 


work ten days later after having been granted a 25 per cent. increase. 


AVERAGE DURATION OF DISPUTES 


A comparison of the figures for the number of workers involved in 
disputes and the number of days lost shows that they do not move in 
step. Thus, between 1949 and 1950 the number of workers involved 
in the 28 countries covered by this survey fell from 13.8 to 10.6 million, 
i.e. by 23.2 per cent., while the corresponding number of days lost only 
fell by 1.4 per cent. Moreover, between 1952 and 1953 the number of 
days lost fell by 34.4 per cent., whereas the number of workers involved 
rose sharply (by 29.8 per cent.). 

As the number of days lost depends on two factors only (the number 
of workers involved and the duration of the disputes), the average 
duration clearly varies from one time to another and it is worth exploring 
this question a little further. 

It must first be pointed out that the statistics do not give a strictly 
accurate picture of the disputes to which they refer, since the number 
of workers involved may fluctuate during a dispute. In fact, the larger 
the scale of the strike and the longer it lasts, the greater t!:e fluctuation 
will be. For example, during a three-day strike in a firm employing 
40 workers the number of strikers will probably remain constant, but 
in a month-long strike in the iron and steel industry, affecting thousands 
of workers and a number of different firms there are losses and accessions 
of strength both among the strikers and among the employe rs, so that 
the number of workers involved is bound to vary. 

For practical reasons, however, it is uncommon for.these variations 
to be reflected in the statistics. Usually the statistician has to be 
satisfied with noting the “ average ” number of workers involved and 
multiplying this number by the duration of the dispute (in days) to 
obtain the number of days lost, the duration being the number ‘of days 
between the stoppage and resumption of work by the main body of 
strikers. The statistics are thus based on approximate data but it is 
quite certain that these are close enough to give an accurate picture of 
the scale and course of the disputes. The most realistic information is 
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undoubtedly that for the duration of the disputes since, for one thing, 
the number of workers involved is often less well defined and moreover 
(at least during the major and fairly lengthy strikes) the number used 
for statistical purposes is an estimated “ average ”. Unfortunately, the 
duration of disputes cannot be added up ; it is possible to calculate the 
total number of workers involved or of days lost but there would be no 
point in totalling the individual durations of disputes involving widely 
varying numbers of workers. The only solution is to fall back on averages. 

Since the number of days lost in a strike can be worked out— 
statistically—by multiplying the number of workers involved by the 
duration of the dispute, it is possible, inversely, to recalculate this 
duration by dividing the number of days lost by the number of workers 
involved. The logical way of arriving at an “ average” duration of 
disputes in a given industry or country would thus appear to be to 
divide the total number of days lost in that industry or country by the 
total number of workers involved. This is the definition on which 
the following comments on the average duration of disputes are based. 
It should nevertheless be noted that the average duration of disputes 
defined in this way is a weighted average of the duration of individual 
disputes, each of these durations having a weighting proportionate to 
the number of workers involved in the dispute.’ It thus differs, at 
least in concept, from the simple arithmetical average of the durations 
of the various disputes which, owing to lack of information, can only 
be calculated for a very small number of countries.? 

It is clear that the weighted average duration calculated in this 
article is heavily influenced by widespread strikes which are usually 
short ; this is particularly true of general strikes, e.g. for political 
purposes, which hardly ever last for more than 24 hours but which, if 
widely supported, involve vast numbers of workers and have a very 
marked impact on the average duration calculated here, whereas they 
would hardly affect the figure that would be obtained by calculating 
the simple arithmetical averagé duration of individual disputes. If 
it were possible to calculate an average duration of disputes for each 
country, excluding political strikes, general strikes, sympathy strikes, 
etc., it is likely that the variation from one country to another would be 
less than in table IV. 

Table IV shows the figures obtained for a number of countries and 
for the 28 countries as a whole covered by this article ; in the case of 
Australia, Canada, the United States, Japan and the United Kingdom 
it is possible to go back as far as 1937. These results are illustrated in 
chart 1. 

For the 28 countries as a whole the average annual duration of 
disputes between 1949 and 1956 remained less than ten days (the average 


1 If wy, wo, Wp are the numbers of workers involved in disputes 1, 2, 
and if dy, d2 dy, are the respective durations of these disputes (expressed in days) 
the number of man-days lost mj, mg, ...... My iS My = dywy; M2 = dgw?;...... M_p = dp_Wp. 
The total number of days lost is M = my + m2 4 My, and the number of workers 
involved is W wi + W2 
The average duration D defined above is therefore— 
M m4,+m2-+ Mp diw1+d2w2+......dywWn 
‘D = 5 or D= - 
W wi+wot+. Wh wi4 
i.e. the weighted average of the individual durations, the weights being the number of 
workers involved in each dispute. 
2 For the year 1956 in Canada the difference between the two figures is fairly slight ; 
the average weighted duration is 14 days ; the simple arithmetical average is 18.4 days— 
but it so happens that this is a country where disputes rarely spread. 
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TABLE IV. AVERAGE DURATION IN DAYS OF INDUSTRIAL DISPUTES 
BETWEEN 1937 AND 1957 
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1 See table I ? Provisional figures. 


for the period being. 7.0). This average duration varied widely from one 
country to another as is shown by the following: list of the 28 countries 
classified in decreasing order of the average duration (in days) of disputes 
for the years 1953 to 1956: 
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1 1953 to 1955 only: 


It will be seen that in North America (Canada and the United States), 
Ireland, Norway and Sweden industrial disputes last far longer than in 
France, Italy or Australia (between two and three weeks in the former as 
compared with two to four days in the latter). This considerable differ- 
ence between one country and another is not simply a feature of the years 
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CHART 1. AVERAGE DURATION IN DAYS OF INDUSTRIAL DISPUTES 
IN EIGHT COUNTRIES FROM 1937 To 1957 
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1953 to 1956 covered by the list; table IV shows that it is permanent. 
In some countries the average duration of disputes is fairly constant, 
and this is particularly striking in the case of the United Kingdom. It 
is clear too that industrial disputes in Canada and the United States 
were much shorter during the Second World War than either before 
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CHART :s AVERAGE DURATION OF INDUSTRIAL DISPUTES IN FIVE 
COUNTRIES AND NUMBERS OF WORKERS INVOLVED, 1949-56 
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or after ; the same point can be made about. Australia and the United 
Kingdom, but since the average duration in these countries is usually 
shorter than in Canada or the United States the fall was naturally less 
sharp. 
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The differences in the general pattern of industrial disputes in the 
various countries are illustrated by chart 2. The height of each rectangle 
in the chart is proportionate to the average duration of disputes occurring 
between 1949 and 1956 in the country concerned, and the base of the 
rectangle is proportionate to the total number of workers involved 
during the period, so that the area of each rectangle is proportionate to 
the total number of man-days lost between 1949 and 1956 as a result 
of industrial disputes in each of the countries shown. This chart clearly 
brings out the part played by each of the two factors in industrial 
disputes. 

Differences between countries in the duration of industrial disputes 
are certainly due to a variety of reasons, in the main probably to differ- 
ences in their social, economic and legal systems. In countries such as 
France and Italy widespread political or semi-political strikes involving 
large numbers of workers and lasting usually for 24 hours at the most 
have a very marked influence on the average duration. The Latin 
countries on the whole are more given to “ warning strikes ” than the 
other countries. In Canada and the United States on the other hand, 
where the unions have substantial financial resources, a strike is more 
likely to be a fight to the finish ; it may perhaps be called less readily 
but once it has begun it usually goes on until one side or the other is 
forced by economic pressure to give way. 

The average duration of industrial disputes in different branches of 
economic activity will be studied in the third part of this article. 


INDUSTRIAL DISPUTES IN VARIOUS BRANCHES 
OF Economic ACTIVITY 


The foregoing analysis is based on the figures for all disputes in each 
country, no distinction being drawn between the branches of economic 
activity in which they occurred. But in actual fact these disputes are 
generally due to working conditions, the structure of firms and the 
labour force, the type of relations between management and workers 
and the pattern of trade union organisation in each branch of the 
economy. These factors vary not only from one country to another but 
also from one industry to another. For example, sources of dispute in 
the mining industry, owing to its very special working conditions, are 
far more plentiful and varied than in other industries because questions 
of safety, working conditions, health facilities, ventilation and working 
methods are more important in mining than elsewhere. Thus in Canada, 
out of 14 major strikes which occurred in the coal mines in 1956, nine 
were concerned exclusively with working conditions. It is therefore 
worth analysing the trend of labour disputes in each branch of economic 
activity. 

Unfortunately any analysis of this kind comes up against a number 
of snags. In the first place it is essential that information about disputes 
should be available for each branch of economic activity. From this 
standpoint the statistics of many countries have shown considerable 
advance over the past few years, but this improvement is still fairly 
recent and few countries can supply data covering a sufficiently long 
period. Moreover, the systems of industrial classification used in different 
countries are not always strictly comparable. Above all, in relating the 
number of workers involved in disputes or the number of days lost to 
the total number of.workers in a particular branch (which is extremely 
important when making comparisons between countries whose total 
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population and economic structure are different) it is necessary to have 
sufficiently detailed information about the labour force in each branch 
of the economy during the years under review. 

These difficulties explain why in a previous article ! the analysis was 
confined to seven countries in which disputes were fairly severe and 
manpower statistics were sufficiently highly developed for the necessary 
calculations to be made. - 

The following analysis deals with these same seven countries 
(Australia, Canada, France, Japan, Italy, the United Kingdom and the 
United States), which will ensure a certain continuity. The disputes 
occurring in these countries between 1949 and 1956 accounted for 
84 per cent. of the total number of workers involved in the 28 countries 
‘under consideration and 80 per cent. of the days lost during the same 
period. 

Table V shows the number of man-days lost because of industrial 
disputes between 1949 and 1956 in the seven countries concerned by 
branch of economic activity. 

A breakdown of the days lost in 1956 shows that there was a substan- 
tial increase (22 per cent. compared with 1955) in the number of days 
lost in manufacturing, although the total number of days lost in all 
branches of economic activity in these seven countries remained virtually 
unchanged ; accordingly the proportion of days lost in manufacturing 
was higher in 1956 (70 per cent.) than during the whole of the remainder 
of the period under review, in which it did not exceed 60 per cent. This 
increase in the incidence of disputes in manufacturing as compared 
with 1955 can be ascribed in part to the strikes which occurred in the 
United States iron and steel industry in July 1956. 

The other branches of economic activity call for little comment. 
Transport lost fewer working days in 1956 than in any year since 1949 
and disputes in agriculture, commerce and services in the seven countries 
accounted for a relatively small number of working days in 1956. Lastly, 
although disputes in the mining industry were slightly larger than in 
1954 or 1955, they were far from causing the same loss in man-days as 
in the years from 1949 to 1952. 


TABLE V. NUMBER OF MAN-DAYS LOST THROUGH INDUSTRIAL DISPUTES 
BY BRANCH OF ECONOMIC ACTIVITY IN SEVEN COUNTRIES!, 1949 To 1956 
(In muillions) 


Branch of economi 


pte ton 1949 1950 | 1951 1952 1953 1954 | 1955 1956 
Mining .... .| 25.2) 14.9 7.6 18.3 5.4 2.9 3.7 4.7 
| Manufacturing 35.6 | 3.4 | 24.2 | 49.8 | 27.2 | 28 | 27.1 | 33.2 
Construction . 5.8 3.9 1.8 7.9 9.4 6.0 2.7 3.5 
Transport and. 
communications 3.7 5.8 4.2 5.35 7.4 3.6 7.7 2.5 


Agriculture, com- 
merce, services .| 12.4 5.6 2.6 4.0 3.3 4.5 5.8 3.8 


AH branches. . .| 82.7 | 68.6 | 40.4 | 85.3 | 52.7 | 37.8 | 47.0 | 47.7 
’ Australia, Canada, France, Italy, Japan, the United Kingdom and the United States. 


1 “The Incidence of Industrial Disputes by Industry ”, op. cit. 
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A study of the comparative incidence of industrial disputes in each 
branch of economic activity deserves to be taken further than a mere 
statement of the absolute number of days lost. For example, the number 
of days lost in éach branch of the economy should be related to the 
number of workers in that branch in order to judge the relative incidence 
of disputes in each industry. These ratios have been calculated for 
mining, manufacturing, construction, and transport and communica- 
tions. As before, in order to bring out more clearly the characteristics 
of each branch the average calculated for each industry is the simple 
arithmetical average of the figures for the various countries ; this type 
of calculation has the advantage of putting each country on the same 
footing. Table VI gives the results of these calculations for 1956 and 
also repeats the figures for the previous years. 


TABLE VI. DAYS LOST PER WORKER THROUGH INDUSTRIAL DISPUTES 
BY BRANCH OF ECONOMIC ACTIVITY, 1949 to 1956! 
(Arithmetical averages of figures for seven countries *) 


1954 | 1955 1956 


: ~ 
WUnNu se 


Wiintme wl 8.0 3.7 
Manufacturing . . 0.8 0.9 
Construction. . . 1.1 0.4 
Transport... .| 0.4 1.4 


e of Industrial Disputes by Industry", op. cit. * See table V, note 1. 


The figures for 1956 do not greatly differ from those for the previous 
years ; the number of days lost per worker for mining remains far higher 
than in the other three branches, in which the figures for 1956 are 
slightly lower than for the two previous years. The slight fall in the 
number of days lost per worker in manufacturing in these seven countries 
appears to be at variance with the rise in the total number of days lost 
in these industries, as shown in table V. The explanation of this apparent 
contradiction is as follows : while the number of days lost in this branch 
in Australia, Canada and France declined from 1955 to 1956 it rose so 
sharply in the United States that it more than offset the fall in the other 
three countries ; however, in calculating the average ratio for the seven 
countries of the number of days lost to the number of workers in manu- 
facturing industry, each country only counts as a seventh and the 
influence of the United States is a great deal less marked and no longer 
offsets the fall in the other countries. 

Another useful analysis can also be made: that of the average 
duration of disputes in each industry ; and this supplements the second 
part of this article dealing with the average duration of disputes in 
various countries. ‘The average duration in each of the industries listed 
in table VII is, as in the case of the number of days lost per worker 
(and for the same reasons), the simple arithmetical average of the figures 
for each of the seven countries. (Owing to the absence of certain vital 
figures for France and Italy it is not possible to take these calculations 
back beyond 1951.) 
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TABLE VII. AVERAGE DURATION IN DAYS OF INDUSTRIAL DISPUTES 
BY BRANCH OF ECONOMIC ACTIVITY, 1951 To 1956 








| ee |} 3 1952 | 1953 | 1954 1955 1956 

| 

| Mining . . i” 5.0 6.3 | 9.8 64 | 4.4 4.6 

| Manufacturing 5.5-| 10.0 | 6.7 10.3 | 93 | 8.4 

| Construction | 59 | 86 | 70 | 65 | 53 | 54 | 
— | : i aa 4.8 | 4.8 se 1 7 |} @2 








This table shows that the differences between these four industries 
are far smaller than in the case of the number of days lost per worker 
by branch of activity. Generally speaking, the average duration of 
disputes in each branch of activity is fairly close to the average for all 
disputes in the 28 countries (see table IV). The figures, however, show 
clearly that the average duration of disputes in manufacturing industry 
is normally longer than in other industries, whereas it is almost always 
shorter in transport owing to the earlier impact of such disputes on the 
general public and the consequent greater pressure on both parties to 
make a speedy settlement. Differences between industries are, however, 
considerably smaller than the differences between countries and the 
detailed figures for each industry and each country (which are not given 
here as they would overload the article) show that the average duration 
is far more uniform in each country than in each industry: in all 
industries the average duration of disputes is much higher in Canada 
and the United States than in the other countries. 





Selection and Training 
of Vocational Guidance Personnel: I 


In order to obtain basic information on national policies and practices | 
relating to the selection and training of vocational guidance officers, in the 
hope that it would prove useful to participants in an Asian Seminar on 
Vocational Guidance held in New Delhi under the auspices of the Inter- 
national Labour Office at the end of 1957, the I.L.O. in July 1957 sent out 
a questionnaire to various national authorities, institutes, bodies and 
persons responsible for or with special knowledge of this question. The 
replies received by 1 November 1957 covered aspects of the situation in some 
30 countries. 

The first part of the following survey based on these replies, after briefly 
examining questions of terminology and the nature of the guidance process 
itself, gives examples of the selection criteria adopted in the various countries 
and of the specialised training provided for vocational guidance personnel. 
The second part, which will appear in the next issue of the Review, looks 
shortly into the problems of recruitment and then makes a detailed examina- 
tion of national experience with each of the different categories of vocational 
guidance personnel in turn—namely, teacher counsellors, employment 
counsellors, specialist officers for the handicapped and those engaged in 
psychological testing, and occupational information officers. The final section 
summarises the existing situation and draws certain tentative conclusions 
for the rational organtsation of guidance services. 

It must be emphasised that the information included in this preliminary 
survey ts incomplete in many respects and does not provide a comprehensive 
or wholly accurate picture of the present position and practice in anv 
country. 


Vocational guidance has long been recognised in principle as an 
integral part of efforts to promote fuller and richer development of the 
world’s human resources but it has been slow to become a practical 
aspect of social policy. Much progress has been made since the Second 
World War, particularly in Europe, North America and the countries 
of the British Commonwealth of Nations; but in most parts of the world, 
and in all the industrially less developed countries, vocational guidance 
is still in its early stages. 

The major problem to be solved in evolving guidance facilities at 
any time is that of qualified personnel. The selection and training of 
vocational guidance personnel is therefore a matter of primary import- 
ance, and it was thought that a brief survey of national practice might 
serve both to illustrate some of the ways of attacking current shortages 
of qualified personnel and to pinpoint some of the current problems. 
To those countries just beginning to develop their facilities the experience 
gained so far, however meagre, may be particularly helpful and suggestive. 
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The I.L.O.’s preliminary survey shows that vocational guidance is 
deeply rooted in the social concepts and patterns of the different coun- 
tries. There are wide variations in the meaning attached to the term 
and in the nature of vocational guidance work. In two countries as 
close together in some ways as Great Britain and France, for example, 
these differences are particularly marked. Again, within a single country, 
such as the United States, many different concepts and approaches 
exist side by side. This clearly has a bearing on policies governing the 
selection and training of vocational guidance personnel. 

The survey also suggests that vocational guidance tends to develop 
as a function of a given practical social situation and to evolve with this 
situation. It is not surprising to find the most highly developed vocational 
guidance systems in the most highly developed industrial countries, 
nor to find little in the way of vocational guidance in less developed 
countries facing critical problems of overpopulation, unemployment, 
illiteracy and poverty and lacking any highly developed facilities for 
combating these problems in the social field. This means, essentially, 
that vocational guidance has to develop, in practice, within a broader 
social pattern conditioned by the general] evolution of the country; and 
this, in turn, affects the criteria for selecting and training vocational 
guidance officers. 

In countries with a comparatively long history of vocational guidance, 
the persistent tendency has been to evolve from more simple to more 
complex methods and for vocational guidance to become a more 
specialised profession with the passage of time and the cumulation of 
experience. This, too, vitally affects the qualities needed in guidance 
personnel and thus the methods appropriate for their selection and 
training at any given point of time. 

Finally, the survey draws the outline of the current practical situation 
as regards vocational guidance throughout the world. Despite the 
substantial progress which has been made in recent years, the salient 
feature is that even in the highly industrialised countries the present 
situation is far from satisfactory. In the United States, for example, 
it has been reported that, although the number of persons providing 
some kind of guidance has more than doubled during the last ten years 
or so, now standing at some 20,000, about half the total secondary 
school population is attending schools which offer no guidance services 
of any kind. In other countries a similar situation prévails. In some 
countries where guidance facilities have been expanding fairly rapidly 
in recent years the numbers of young persons have shown a similar 
increase with the result that the net gain in‘the coverage of guidance 
facilities has been slight. Everywhere, the most important bottleneck 
to the expansion of vocational guidance work is the shortage of qualified 
vocational guidance personnel. Hence the greater emphasis now being 
placed on the training of such personnel and the priority being given 
to it as a prerequisite for further advance in the vocational guidance 


field. 


TERMINOLOGY 


Many different titles are employed in various countries for personnel 
engaged wholly or partly in vocational guidance work. It is impossible 
to make any clear-cut distinctions of a general character, but for con- 
venience certain major categories of vocational guidance personnel can be 
distinguished by their primary functions. Thus, the term “ vocational 
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guidance officer” most frequently denotes a person who is normally 
employed. in helping boys and girls of school age and over to solve 
problems of occupational choice and progress; as a rule no precise 
upper age limit is fixed, but the area of concentration is the school 
pupil, the school leaver and the new entrant to employment. The 
term “ teacher counsellor” denotes a person who is a teacher by pro- 
fession but whose work in school includes the provision of vocational 
guidance to pupils. The term “ employment counsellor ”, on the other 
hand, places the accent on placement in employment and generally 
denotes a person whose work consists largely of advising adult job 
seekers as to occupational choice. This distinction is largely a matter of 
convenience, for, as stated in the Vocational Guidance Recommendation, 
1949, “ vocational guidance is a continuous process, the fundamental 
principles of which are the same irrespective of the age of the individuals 
being counselled ”. 

There are also certain specialist groups of guidance personnel : those 
mainly concerned with devising, administering or validating psycholo- 
gical tests ; those mainly concerned with advice to the handicapped ; 
and those mainly concerned with the assembly and analysis of informa- 
tion about occupations and careers for use in vocational guidance work. 

These groupings do not form water-tight compartments. Often the 
same person will carry out several of the functions mentioned above as a 
part of his day-to-day work. For example, a vocational guidance officer 
dealing with young people may also deal with the handicapped, admin- 
ister tests and collect career information in the course of his ordinary 
work ; and employment counsellors may deal with young school leavers 
as well as with adults and may also collect and provide occupational 
information. Thus, it must be remembered that the terminology is 
not precise and could not be precise because of the differences in function 
characteristic of the various national systems and methods. 


NATURE OF THE GUIDANCE PROCESS 


Before considering the selection and training of vocational guidance 
personnel in detail, it is worth recalling the essential character of the 
guidance process. There are many differences of opinion as to the nature 
of the work considered to fall under the head “ vocational guidance ” 
For instance, at the one extreme are those who consider guidance to 
be almost exclusively the provision of occupational information ; 
at the other are those who hold that every guidance officer should be a 
clinical psychologist. There is, however, a wide measure of agreement 
that a vocational guidance officer must be able to analyse and interpret 
both occupational data and personality data and that his basic function 
is not to take decisions but to help the individual to reach his own 
decisions on the basis of the data provided. 

In accordance with these differences of concept various systems 
have taken root and the methods employed by vocational guidance 
personnel vary considerably from one system to another. The chief 
variation appears to be in the methods used to obtain information on 
the activities, aptitudes and academic standards of the applicant. 
These may be obtained in one of three ways or by a combination of any 
of them: (1) by application to school authorities, parents, or reliable 
persons having long acquaintance with the individual, e.g. ministers of 
religion, doctors, youth leaders or other community leaders, (2) by 
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psychological tests or (3) by personal interview. In many cases one 
kind of information supplements the other. Under some systems, as in 
France and Switzerland, considerable reliance is placed on psychological 
testing ; under others, e.g. in the United Kingdom, much less reliance is 
placed on testing. Under all the systems, however, the heart of the 
process is the personal interview, at which the isolated pieces of informa- 
tion are assembled and related and brought to bear on the occupational 
problems of the individual receiving assistance. This synthesis provides 
the basis for an informed and reasoned vocational choice. In a few 
countries, more particularly those where guidance is a function of the 
youth employment service, the functions of vocational guidance officers 
do not end with giving advice on future occupations and careers or even 
on specific employments. The officers are responsible for actual place- 
ment in employment and for a later follow-up aimed at evaluating the 
results of the occupational decision. And in a number of countries the 
work falling to vocational guidance personnel includes a variety of 
extraneous activities of a technical or administrative character such as 
supervision of compliance with conditions of training grants and scholar- 
ships. Indeed in some countries such duties take a large part of the time 
of a vocational guidance counsellor. 


CRITERIA FOR SELECTING VOCATIONAL GUIDANCE PERSONNEL 


Vocational guidance is thus a many-sided task .and requires a great 
variety of technical and human qualities in those engaged in it. The 
range of advice sought and given is apt to be wide. While vocational 
guidance officers are expected to give solid practical advice in the 
vocational field, they may also be called upon to advise in the educational 
field and more generally in the social field on problems closely relevant 
to choice of occupation and career. They must be able to employ scien- 
tific methods and clinical methods and to synthesise the results in such 
a skilful manner that the person concerned is brought to think out his 
own decision. The work demands a mature and balanced outlook, a 
wide knowledge of the world of work and of educational and employment 
opportunities, a knowledge of professional techniques and above all a 
genuine liking for and sympathy with people, especially young people, 
and understanding of the many problems which confront them in 
finding their way into suitable and satisfying work. 

The selection of vocational guidance officers is also affected by the 
stage of development of the country concerned and by the particular 
system of guidance in force there. Thus, in countries just organising 
vocational guidance facilities the primary need is often for well-rounded 
officers with basic training, whereas in those with long experience selec- 
tion is more differentiated and various criteria are used for selecting 
different categories of more specialised guidance personnel. 

In practice, therefore, it is not surprising to find a fairly wide range 
of criteria governing the selection of guidance officers. In general the 
criteria tend to be flexible and it is comparatively rare to find them 
very precisely or rigidly defined. They have some common features 
from one country to another, however, as indicated briefly below. 

In countries where the bulk of vocational guidance work is conducted 
by government services, whether for education or employment, voca- 
tional guidance officers are usually selected by competitive examination 
and the criteria for selection tend to be stated more precisely. At the 
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same time, the criteria themselves differ widely from one country to 
another. In Austria, for example, vocational guidance officers must 
meet specified standards as regards education, knowledge in various 
specialised fields, and human relations skills. In Canada the qualifi- 
cations for selection are: high school education, training and personal 
development related to vocational guidance work, preferably with 
additional training in social science or related subjects, two years’ 
experience in employment selection work, interest in guidance, knowledge 
of counselling techniques including an appreciation of psychological and 
achievement tests, knowledge of industrial and commercial employ- 
ments, ability to make contacts with employers, ability to analyse jobs 
suitable for special categories of applicants, interest in community 
organisations dealing with these categories of applicants, and knowledge 
of local school guidance and curriculum and of local apprenticeship 
and training systems. In New Zealand the standard advertisement for 
officials who will undertake vocational guidance work reads as follows : 
“Good personality, good educational background with preferably a 
degree including psychology and/or education. Teaching experience an 
advantage. Applicants should have a real interest in the welfare of 
young people.” In the Federal Republic of Germany vocational 
guidance officers are required to have a good general education and to 
have completed vocational or professional training ; good health and 
general intelligence ; some experience of life and of the occupational 
world ; a sense of responsibility ; social poise ; social understanding and 
knowledge of people ; knowledge of general and child and adolescent 
psychology ; and some experience of social work. 

Most .countries lay considerable stress on university education or 
its equivalent in specialised training, with emphasis on a degree in 
psychology, education or sociology. This is the case in almost all the 
European countries for which information is available and in a number 
of non-European countries, including Australia, Israel and South Africa. 
In a good many countries, including Canada, the United States and the 
United Kingdom, emphasis is: placed on university education or its 
equivalent, but less importance is attached to any particular specialisation 
and more to general qualities. 

In every country it is considered important that applicants should 
exhibit certain personal qualities regarded as essential to vocational 
guidance work, which by its nature depends so much on the personal 
ability and comprehension of the counsellor. As might be expected the 
specific traits considered suitable tend to differ from one country to 
another. “ Maturity ”, “ good social adjustment ”, “ good personality ”, 
a sense of “responsibility ” and related qualities are commonly em- 
phasised. A liking for people and evidence of interest in youth problems 
are likewise common qualifications. In several countries a high level of 
genéral culture and high moral qualities are considered necessary for 
good vocational guidance work, while in others, in addition to these, 
practical experience of life and work is stressed. In a number of countries, 
including Austria, Argentina, Belgium, New Zealand and South Africa, a 
capacity for clear exposition (written or oral) is sought. Finally, it may 
be mentioned that “patience” is a quality in common demand for 
vocational guidance work. 

Relatively less emphasis appears to be placed on an initial knowledge 
of careers, occupations and working conditions. This is probably 
because it is assumed that such knowledge can be acquired and assim- 
ilated during the training which precedes or accompanies appointment. 
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In a few countries—Austria, the Federal Republic of Germany, Sweden 
.and Yugoslavia, for example—knowledge of industry, occupations and 
working conditions is a specified qualification for government vocational 
guidance work. 

While more or less stress may be placed on particular qualifications 
or traits, the combination of qualities most generally sought in vocational 
guidance staff may be summarised as: university level education, a 
capacity to absorb knowledge of psychology, sociology and occupations 
or some specialised knowledge in these fields, evidence of interest in 
youth or related questions, a demonstrated aptitude for good personal 
relations and maturity of approach and judgment. 


SPECIALISED TRAINING FOR VOCATIONAL GUIDANCE OFFICERS 


Specialised training for vocational guidance officers is closely related 
to the system and methods of guidance used in the country concerned. 
It is also directly linked with the criteria governing the selection of 
personnel for vocational guidance work. There are very great differences 
from country to country, and often within countries, in the training 
provided. 

In Europe, as might be expected, specialised training for vocational 
guidance officers is fairly commonplace and relatively highly developed 
almost everywhere. Belgium’s selection and training system, for example, 
is regulated by various laws, including several adopted during the last 
few years. The basic training is four years’ university work at Brussels, 
Louvain, Liége or Ghent in a specialised course leading up to a /Jicence 
in vocational selection and guidance. The first two years emphasise 
general knowledge in psychology, sociology and related fields, and the 
last two vocational guidance techniques. In addition a new feature of 
the Belgian training system is a special doctorate in vocational selection 
and guidance, including a dissertation and a thesis, authorised by a law 
of 14 January 1956. In France basic training for vocational guidance 
personnel is given in the courses run for the state vocational guidance 
diploma. As a rule the courses last two years and are provided through 
several recognised national institutes. They are open to applicants at 
least 21 years of age who have reached matriculation standard or its 
academic equivalent. The curriculum includes psychology and psycho- 
metry, child study, general pathology and neuro-psychiatry, economics, 
labour problems, elementary statistics and the organisation of vocational 
guidance. Arrangements are also made for periods of practical training. 
In the second year the entire process of guidance is studied and each 
student takes charge of a child, under the supervision of a responsible 
guidance officer, and participates in all the successive operations involved 
in the work. These periods of work experience are supplemented by 
a further one-and-a-half fo two months’ work in an ordinary vocational 
guidance centre. The diploma examination involves written and oral 
tests set nationally. Apart from these courses vocational guidance 
officers can also supplement their training in various ways (e.g. through 
meetings or seminars) once they have started work in the vocational 
guidance field. Special courses are also available for medical practitioners 
specialising in vocational guidance work. 

In Switzerland vocational guidance officers receive various kinds 
of preliminary basic training, with emphasis on training in psychology. 
Special courses lasting four to six semesters are given by the Institutes 
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of Applied Psychology in Fribourg and Ziirich and the Institute of 
Educational Psychology in Geneva ; those in Geneva and Ziirich give 
vocational guidance diplomas. In addition the Swiss Association for 
Vocational Guidance and the Protection of Apprentices organises short 
courses for vocational guidance officers. These are spread over a three- 
year period and include study and written work done between the 
formal training periods. The courses progress towards more advanced 
training dealing largely with psychological testing. The Association 
also sponsors a series of regular training and improvement courses for 
vocational guidance personnel.! 

In Austria the basic preliminary training of vocational guidance 
personnel is the training required as a basis for selection to the civil 
service posts reserved for vocational guidance work. The top grade 
vocational guidance officers must have a Ph.D. in psychology or pedagogy 
or, in addition to four semesters’ successful attendance at lectures and 
practical exercises in psychology, a middle-school teacher’s certificate 
or a degree in some other university faculty. For permanent appointment 
two years’ practical experience of vocational guidance work at a pro- 
vincial and local employment office and successful passage of a specialist 
examination for vocational guidance work are required. Newly recruited 
vocational guidance personnel at all levels receive thorough on-the-job 
training in their duties. After a period of individual training they 
participate in the general training provided by the regional employment 
officers on specific aspects of vocational guidance. A series of instruc- 
tional booklets are available for study, and the Ministry of Social 
Affairs gives qualified applicants grants for the further study of psycho- 
logy, sociology, economics or other subjects closely related to guidance 
work. In the Federal Republic of Germany vocational guidance 
officers are recruited from the Federal Institution for Employment and 
Unemployment Insurance or among people who have been trained in 
specialised social service schools or those belonging to other professions, 
including employment service personnel. In-service training is provided 
at regional and local employment offices. A supplementary training 
course, including practical exercises and lectures at the university level, 
and to be given at the headquarters of the Federal Institution, is in 
preparation. 

In Yugoslavia the Higher School of Pedagogy provides a_ basic 
course of study in general psychology and practical work, physiology, 
statistics, child psychology, educational psychology, psychopathology, 
philosophy, logic, anthropology and foreign languages. It is from among 
students trained in this course that the staff of the vocational guidance 
centres is selected. In Poland basic preliminary training for vocational 
guidance work is provided through five-year courses at the Universities 
of Warsaw and Poznan leading to a Master’s Degree. The courses 
cover general, child and educational psychology, with some attention 
to psychopathology, and background courses include dialectical material- 
ism, history, economics and social sciences, anatomy and physiology. 

Finland’s vocational guidance officers are required to have a uni- 
versity degree (M.A.) with a Jaudatur in psychology. Before taking 
the final examination a candidate must have undergone at least three 
months’ training in a vocational guidance bureau. Special courses for 
those appointed as vocational guidance officers are then arranged by 


1In 1956, for example, six week-long courses were held with 160 participants and a 
number of shorter courses (three days) were given on special topics such as testing. 
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the responsible Ministry. Their aim is to provide practical information 
on vocational guidance and employment service work and the school 
system. In Norway the curriculum of the college for training social 
workers (Norges Kommunal og Sosialskole) includes vocational guidance 
and employment service as one of the major subjects (with four weekly 
lectures) in the last year of study. In addition, the Labour Directorate 
provides continued in-service training on a more advanced level to all 
officers through supplementary or refresher courses of short duration. 
Sweden’s employment service officers, including the youth employment 
and guidance officers, get their basic training following appointment 
during a two-year training period, which includes a_ three-month 
theoretical course. Those selected for specialised youth employment 
and guidance work undergo a one-month specialised course. These 
officers continue to receive systematic in-service training, including 
both supervised work experience and further courses and conferences 
of varying length (a few days to several weeks). Lectures alternate with 
discussion seminars and practical exercises and work. A special training 
feature worthy of mention is the use of tape recorders for instruction 
in interviewing : guidance interviews with selected cases are recorded, 
played back and discussed by the group. Training falls under the general 
subject heads of psychology, guidance methods and organisation and 
occupational information. Instructors include senior officers from the 
Labour Board and outside experts, who give lectures, for example, 
on psychological method or the school system. 

In the United Kingdom the basic and specialised training of voca- 
tional guidance personnel is organised along quite different lines and 
has quite a different emphasis. Officers appointed to the youth employ- 
ment service and specialising in vocational guidance work do not 
possess any set state diploma or any common background of psycho- 
social knowledge and experience. While they are required to have 
“a good general education ”, they need not have had preliminary basic 
training in psychology or related social subjects. After appointment 
to the youth service they receive systematic in-service training, both 
through formal courses organised by the Central Youth Employment 
Executive and by local education authorities and through carefully 
supervised work experience. The courses organised for vocational 
guidance officers tend to be specifically concerned with techniques 
in the type of vocational guidance practised in the United Kingdom, 
especially with interviewing, which is the most important feature of 
the British system, with occupational information and with technical 
matters in connection with the day-to-day working of youth employ- 
ment offices. The courses and the related practical training emphasise 
the interviewing technique used through ut the country and based 
on a seven-point plan originally put forward by the National Institute 
of Industrial Psychology: physique, attainment, general intelligence, 
special aptitudes, interests, disposition and practical circumstances. 
In addition, special basic training courses lasting six to nine months 
are organised by the Kent Education Authority and the University 
of Oxford Delegacy for Extra-Mural Studies. These courses are open 
to university graduates, holders of social science diplomas, qualified 
teachers or others with a good general education and with suitable 
experience in teaching, in industrial or social work or in public ad- 
ministration. The course content includes psychology (a longer nine- 
month course is given to those without preliminary training in this 
field), techniques of vocational guidance, youth employment adminis- 
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tration, educational principles, and the general psychology of ado- 
lescents. Two weeks are spent in schools and 12 weeks in practical training 
in youth employment offices. Students normally prepare for the diploma 
in vocational guidance which is sponsored by the National Association 
of. Youth Employment Officers. This diploma is awarded only after 
two years’ approved practical experience in a youth employment 
office and after taking an examination at graduate level. 

In the United States vocational guidance personnel most commonly 
receive basic preliminary training in universities or in specialised 
university-level schools of social science or social work or through the 
teacher training institutes. The curricula of these institutions include 
degree courses at various levels for guidance and related work in the 
social science field, with emphasis on applied psychology and testing, 
occupational skills, statistics and economics. In addition, the employ- 
ment service has ‘detailed in-service training arrangements, including 
both theoretical and practical work, for counsellors dealing with youth 
guidance and placement. Special in-service training for counsellors 
includes training courses lasting from one to ten days in counselling, 
testing, occupational classification and placement. In Canada the 
vocational guidance officers of the National Employment Service who 
handle young applicants are required to have basic training and ex- 
perience related to vocational guidance work, but the specifications are 
not rigidly defined. Courses in psychology are offered at most schools 
of higher learning and post-graduate courses in social work are available 
in the major centres. The employment service provides systematic 
in-service training to its vocational guidance staff specialists and 
encourages them to supplement and refresh their knowledge through 
outside courses, seminars and technical associations. 

In Australia the basic preliminary training required for selection 
as a vocational guidance officer in the Commonwealth Department of 
Labour and National Service is a university degree course in psychology 
at an approved university. This training is not oriented in any special 
way towards vocational guidance. In-service training after recruit- 
ment covers testing, interviewing, occupational information (includ- 
ing visits to industrial undertakings) and above all supervised guidance 
work. In New Zealand, too, flexibility is the keynote of the training 
system. Candidates recruited through competitive examination receive 
further training based upon their previous relevant education and experi- 
ence, under the supervision of district vocational guidance officers 
and in the larger vocational guidance centres. In-service training is 
combined so far as possible with education in suitable university degree 
courses. Both are designed to fill gaps in the trainee’s knowledge and 
experience and to broaden them so that eventually he will be versed 
in the fundamentals of public service and office procedure, the theory 
and history of vocational guidance, the educational system, social 
legislation, vocational information, follow-up, interviews, case studies 
and public speaking. 

In the Union. of South Africa courses in psychology are available 
in universities. Three of them offer special courses in vocational and 
educational guidance, which form part of the requirements for the 
Bachelor’s and Master’s degrees in Education. For example, the 
University of Stellenbosch offers a two-semester course which includes 
principles of educational and vocational guidance, vocational problems 
of pupils, guidance methods and psychological testing, and occupational 
information. Guidance officers in the Department of Labour also follow 
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organised in-service training courses to widen and specialise their 
knowledge and experience. 

In the Near and Middle East little specialised training for guidance 
personnel is available. Turkey has one specialised training course for 
vocational counsellors provided by the Psychotechnical Laboratory of 
the Technical Normal School; the course covers the nature of coun- 
selling and concentrates on test administration and validation. In 
Israel advanced courses in psychology are now available at the Hebrew 
University in Jerusalem. In addition, the municipal vocational guidance 
bureaux have organised specialised training courses in psychometrics 
and in-service training is conducted by all of them. The Ministry of 
Labour is building up a youth employment service. A basic course for 
vocational counsellors has been established, and in-service training and 
further specialised training on the use of psychological methods and 
occupational information in guidance work follow this induction course. 
A diploma in vocational counselling is to be established at a later 
date. 

In most Latin American countries, too, there appears to be compara- 
tively little specialised training for vocational guidance personnel. 
As elsewhere, basic preliminary training is provided in a number of 
countries through university faculties of education or psychology or 
in some cases, as in Argentina, through specialised institutes of applied 
educational psychology. In Brazil the National Commercial Appren- 
ticeship Service (S.E.N.A.C.) provides specialised training for vocational 
counsellors and the Vocational Guidance Institute of the Vargas Foun- 
dation provides professional training in applied psychology. In addition 
a two-year course for guidance officers is to be given through the Insti- 
tute for Industrial Training recently established in Sao Paulo ; it will 
cover psychology, sociology, school administration, statistics and 
techniques of vocational guidance and selection. 

Finally, it may be mentioned that several Asian countries are 
beginning to give attention to problems connected with the training 
of vocational guidance personnel. In India, while no systematic training 
facilities for guidance staff yet exist, pending the application of a plan 
for the gradual expansion of vocational guidance work in the country 
experimental efforts have been made to provide more personnel trained 
for practical vocational guidance work.  Indonesia’s vocational 
guidance activities are also just beginning and there are not 
yet any special facilities for training the vocational guidance officers 
who will pioneer in this field. Present plans provide that the first 
graduates in psychology from the University of Indonesia will emerge 
in 1958 and 1959 ; the Ministry of Education is training social workers 
familiar with certain aspects of vocational guidance ; and the Employ- 
ment Service Department is training new recruits in a course covering 
the basic principles and methods of vocational guidance related to 
employment service work. In Pakistan it is planned to develop voca- 
tional guidance in connection with employment service work. As a 
first essential step in this process priority is to be given to the training 
of the necessary personnel, where appropriate, by means of courses 
abroad and technical assistance at home. Japan’s vocational guidance 
arrangements for youth are somewhat more advanced than those of 
most other Asian countries, primarily because of the industrial orien- 
tation of its economy. Staff engaged in vocational guidance work in 
the employment service receive specialised in-service training aimed at 
equipping them to understand youth problems of occupational choice, 
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to evaluate aptitude and capacity through interview, information and 
simple testing and to assist in providing the basic occupational and 
other information needed to facilitate occupational choice. 


The preceding examples show, above all, the great variety that 
characterises national practice relating to the training of those engaging 
in vocational guidance work. This diversity, rooted in national differences 
of approach and method in the whole vocational guidance field, makes 
any comparisons difficult and possibly misleading and draws attention, 
above all, to contrasts rather than similarities. 

Everywhere, however, it is clear that there is a very close relationship 
between selection and training. In countries which have highly special- 
ised standards of selection—France is a good example—the training 
of vocational guidance personnel is concentrated on the preliminary 
basic training which must be undergone in order to meet the specified 
selection standards. In countries where initial selection criteria are of a 
more general character—as in New Zealand—the in-service training 
is both more important in filling gaps and extending specialised know- 
ledge and more flexible and adaptable to individual needs. For voca- 
tional guidance functions exercised under public authority these differ- 
ences in the emphasis of training tend to reflect varying national methods 
for the recruitment of civil servants ; certain countries are rather precise 
about the entry qualifications required for different types of civil service 
employment ; others recruit at a broad general level of academic attain- 
ment or related experience and seek adaptable staff capable of absorbing 
specialised knowledge through subsequent training. 

Secondly, it is clear that national training facilities and methods 
differ considerably according to the degree of reliance on psychological 
testing. Where testing is a dominant or highly important feature of 
vocational guidance work, as in France, vocational guidance personnel 
must have access to professional knowledge of psychology and psycho- 
metrics and specialised knowledge of test construction, use, interpreta- 
tion and validation. Where testing is rarely used, as in the United 
Kingdom, vocational guidance personnel naturally require much less 
specialised training in this activity. This is probably the primary factor 
underlying the characteristic differences of training emphasis and 
method from one country to another. 

Thirdly, it may be noted that the characteristics of practical guidance 
activities and of the training of personnel depend to some extent on 
whether vocational guidance is the province of public authorities or 
private institutions. This point comes out less clearly from the preceding 
survey of national practice, in which attention has been devoted pri- 
marily to public facilities because of their more comprehensive coverage 
of the young population ; but it emerges rather sharply from a broader 
study of vocational guidance in the different countries. In general, 
private institutions have pioneered in the development of specialised 
training for vocational guidance staff, and are still doing the experi- 
mental work so vital to further improvement in method ; in general, 
too, their interest tends to centre on applied psychology and this affects 
the orientation of training and leads to the gradual “ professionalisa- 
tion ” of vocational guidance staff. On the other hand, in most cases 

though there are obvious exceptions—at the stage at which public 
authorities enter the field and seek to extend vocational guidance to 
all comers, the very needs for trained personnel so generated affect the 
training facilities provided and the arrangements made and practically 
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dictate, at least over a long period of years, a rather less specialised 
approach to guidance work and a rather less specialised staff: for 
specialised work in difficult cases the private and more complex facilities 
can always be used. Thus, in publicly organised vocational guidance 
work, regardless of the particular aspects of practical activities to which 
most importance is attached, a “common sense” attitude seems 
to predominate and to preclude a high degree of specialisation in 
psychometrics. 

Fourthly, there may be some differences between systems where 
vocational guidance work is linked to the employment service and those 
where it is linked with the schools. The chief difference appears to be 
that in the former somewhat greater emphasis is placed on occupational 
choice in relation to employment, while in the latter more importance 
is given to the psychological as against the pragmatic approach to 
guidance. This is reflected in the orientation of in-service training 
courses in the different countries and also in the preliminary basic 
training of vocational guidance staff. 

Fifthly, despite rather extreme national differences, there is a certain 
common core in the training curricula in the various countries. The 
major differences lie in the relative importance attached to the subjects 
in this common core, as well as in the subjects chosen to supplement 
them. Thus it is generally recognised that vocational guidance personnel 
must have at least an elementary knowledge of psychology relating to 
guidance and of occupational information, and a more comprehensive 
and deep-seated knowledge of vocational guidance principles, methods and 
technique, with particular emphasis on the handling of human relations 
and interviewing. 

Sixthly, it may be noted that special diplomas of vocational guidance 
are still relatively rare. Only in a few countries has the occupation of 
vocational guidance counsellor become a profession in its own right 
and. only in a very few has formal public recognition been granted to 
this professional status. 

Seventhly, it is worth drawing special attention to the increasing 
efforts of a number of the less developed countries to begin to develop 
vocational guidance work and to the needs for trained personnel so 
coming into existence. It is more than possible that countries with a 
comparatively long experience of vocational guidance will be able to 
provide much useful help to those just at the planning and initiating 
stages of effort and that much of this help will take the form of staff 
training. 

Finally, it may be concluded that there is room for improvement in 
the training facilities for vocational guidance personnel and methods 
in every country. Indeed, it seems clear that in most cases the facilities 
are almost hopelessly inadequate to the needs and that the methods of 
training have often been and remain the result of improvisation, however 
successful. This is perhaps the inevitable result of the fact that vocational 
guidance work on a large scale is of fairly recent origin in most countries 
and that specialised training needs were slow to be recognised and still 
slower to be filled. 

(To be continued ) 
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The Report submitted by the Director-General of the International 
Labour Office to the 42nd Session of the International Labour Conference 
this year is not devoted, like the reports to recent sessions, to the study of a 
particular social problem. In it the Director-General takes stock of the 
activities and progress of the Organisation and pays special attention to 
the way in which it has responded to the evolution of the world social 
situation and to its own impact on the world. He shows how the I.L.O. has 
been led to expand its operational work (technical assistance, and pro- 
ductivity and manpower programmes) at the same time as it has pursued 
what, until the Second World War, constituted its principal activity: the 
formulation of international standards of working conditions and related 
matters. Radical changes in the international framework within which the 
1.L.O. acts lie at the root of this development. The underdeveloped countries, 
although they are concerned with the formulation of standards and although 
much of their legislation is inspired by or even modelled on I.L.O. Con- 
ventions and Recommendations, are preoccupied not so much with legislation 
as with creating the institutions needed to give a practical content and effect 
to legislation. At the same time they have been faced with a desperate need 
to set in motion an industrial revolution so as to increase the production of 
wealth, and this has obliged them to concentrate on those aspects of social 
policy which will lead to the creation of greater employment opportunities 
and the expansion of production. In the industrialised countries, too, there 
has been a shift from a policy of social “ protection ” based on legislation 
to a more positive one designed to further social progress by maintaining full 
empleyment, adjusting to technical progress, directing the effects of social 
security towards the preventive aspects of health protection and welfare, 
fostering the development of better labour-management and human 
relations, etc. Finally, social policy in the industrialised countries is also 
broadening in respect of the occupations it covers. The widespread move- 
ment to extend to agricultural workers some of the benefits acquired by 
industrial workers provides but one example of this tendency. 

The Director-General.states that today the I.L.O. must be prepared for 
yet another new departure and the purpose of his Report is not only to 
present the Conference with a general stocktaking but to obtain its advice 
on the direction of this new departure. “ It seems to me” he continues 
“that the formulation of standards on the one hand and the transmission 
of techniques and information on the other do not cover all the needs for 
international social action today. They leave a gap: there remains the need 
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to be able to understand and deal constructively with social problems in 
their concrete shape as they arise in specific times and places. This need 
cannot be met by a book of rules.... It is primarily a matter of education ..., 
of the development of the individual’s latent capacities which will enable 
him to assume social responsibilities and to help work out in his own way 
the solutions to the social problems of his community.” This is the reason 
underlying the new direction of the I.L.O.’s work and exemplified in the 
educational programme it has recently launched. 

These various matters are examined by the Director-General in the two 
chapters of his Report entitled ‘““ New Approaches—New Activities ” and 
“Current I.L.O. Programme and Activities’. Since the Report is largely 
devoted to an examination of the I.L.O.’s activities it is intended to serve 
at the same time as the Twelfth Report of the I.L.O. to the United Nations 
and for this purpose a “ Communication of the Governing Body of the 
I.L.0. to the Economic and_ Social Council regarding development and 
co-ordination of the economic, social and human rights programmes of the 
United Nations and the specialised agencies as a whole ” is appended. 
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International Conference on Inter-Firm Comparison, Vienna, 17th- 
20th September, 1956. Paris, 1958. 352 pp. $3.50; 24s.; 1,200 francs. 
Inter-firm comparison is a technique by which firms exchange informa- 

tion on the lessons which experience has taught them. However, if this 

exchange is to be fruitful it-must be comprehensive enough to allow the 
lessons to be drawn, and yet not so complete as to endanger the competitive 
position of the firms taking part; to find the via media is no easy thing. 

The methods used in various countries are described in this study : inter- 

firm comparisons of costs are fairly numerous, and several procedures are 

put forward for comparing productivity. The suggested methods are illus- 
trated by practical examples. 
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Carnegie pour la Paix internationale. New York, Manhattan Publishing 
Company, 1957. xili+190 pp. $3. 
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— India and the United Nations.’ Report of a Study Group set up by the 
Indian Council of World Affairs. New York, Manhattan Publishing 
Company, 1957. xi+229 pp. $3. 

These four volumes are part of a series of national studies on inter- 
national organisations and their impact on national life, undertaken on the 
initiative of the Carnegie Endowment for International Peace and carried 
out by private organisations and individuals in more than 20 countries. ! 
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States Today. New York, Simon & Schuster, 1957. xii+1,036 pp. 
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DEPARTMENT OF SCIENTIFIC AND INDUSTRIAL RESEARCH, Great Britain. 
Automation in North America. A réport on visits to industrial, commer- 
cial and research establishments in the U.S.A. and Canada. By S. B. 
3AILEY. Overseas Technical Reports No. 3. London, H.M. Stationery 
Office, 1958. vi+ 66 pp. 4s. 


FoGartTy, Michael P. Christian Democyacy in Western Europe, 1820-1953. 

Notre Dame, Indiana, University Press, 1957. xviii+461 pp. $6.75. 

Mr. Fogarty studies and evaluates the influence of Christians on social 
trends in political parties, trade unions and various other organisations in 
I-urope since 1820. He describes the features which are common to Christians 
whatever the churches to which they belong. 


Giri, V. V. Labour Problems in Indian Industry. Foreword by Jawaharlal 
NEHRU. Preface by David A. Morse. Bombay, Calcutta, New Delhi, 
Madras, Asia Publishing House, 1958. xvi+455 pp. 18 rupees. 

\ historical and analytical account of labour problems in India, dealing 
with such subjects as the trade union movement, industrial relations, labour 
legislation, social security and welfare generally. The author, who has 
been intimately connected with political and social developments in the 
country for several decades, has himself been both a trade union leader and a 
labour minister—in a state as well as in the Central Government. 

The final chapter, in which the author indicates lines of future develop- 
ment, is of particular interest. Mr. Giri deprecates the fact that owing to the 
presence of different political ideologies in the trade union movement, this 
movement “ is split up into rival unions that exhaust their energies in mutual 
bickerings ”. He feels that better industrial relations would be obtained if 
collective bargaining were to replace the present tendency to rely on the 
Government and on adjudication. He suggests that the formation of joint 
standing machinery in every industry and unit of industry would avoid 
industrial conflicts. The Gandhian approach, he writes, which gives a new 
orientation to the class-conflict, can well become the model to be adopted 
by the trade union movement in the country, and by the employers and the 
sovernment. 
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Review, Vol. LX XVII, No. 2, Feb. 1958, pp. 171-172, and No. 4, Apr. 1958, p. 372 
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LEONARDI, Silvio. Progresso tecnico e rapporti di lavoro. La “ seconda rivo- 
luzione industriale” e le sue conseguenze politiche, sociali, sindacali. 
Seconda edizione. Turin, Giulio Einaudi, 1957. 117 pp. 500 liras. 


PasseET, René. Problémes économiques de l’automation. Préface de Gabriel 

ARDANT. Paris, Editions Montchrestien, 1957. xxii+165 pp. 

This book is written by the author of the French report to the Inter- 
national Conference on Automation which was held in Paris under the 
. auspices of O.E.E.C. in April 1957. It defines the term automation and 
seeks to delimit its application. The problems raised by automation are 
then examined on three levels. 

At the level of production factors there are two problems—that of the 
need for capital and that of manpower. Capital needs are enormous ; the 
author seeks to evaluate them and at the same time examines the ability of 
the nations—particularly those of Europe—to meet the challenge of the 
new techniques. As regards manpower, the problem is both quantitative 
(repercussions on the volume of employment) and qualitative (need for 
highly skilled personnel and hence for considerable investment on education). 

At the level of the undertaking also there is a double impact on traditional 
forms of production: the performance of various tasks (forecasting and 
administration, as well as manufacture) is modified ; and so is the structure 
of the undertaking itself. Big firms appear to be favoured, but smaller ones 
are not thereby condemned. 

At the level of the economy as a whole, automation raises problems of 
large-scale adjustment. First of all, it requires a big stable output, and 
therefore fluctuations in demand will be met by a change in price rather 
than in the quantity produced ; secondly, because it requires very large 
investment, automation tends to cause slight inflation, for it leads to a 
relative fall in the price of the product. Accordingly, from the standpoint 
of general market conditions, production by automatic methods appears to 
exert a stabilising effect on the economy: being largely independent of 
short-term economic fluctuations, it makes incomes more nearly permanent 
and it requires longer investment plans. The improvements it makes in 
information and forecasting tend to have a similar effect. On the other 
hand, the rigidity of production plans, which delays the quantitative adjust- 
ment of supply to demand, may cause the spread of imbalances originating 
outside the sector where automatic methods are applied. 

In conclusion the author refers to the repercussions of greater automa- 
tion on international economic.relations, and to the responsibilities of the 
more advanced countries. He also mentions the risks to spiritual develop- 
ment involved in the standardisation of products and tasks. 


POWESLAND, P. G. Economic Policy and Labour. A Study in Uganda's 
Economic History. Edited by W. Erkan. Foreword by S. Herbert 
FRANKEL. Kampala, Uganda, East African Institute of Social Research, 
1957. x+81 pp. 9s. 


.RuBIO ORBE, Gonzalo. Promociones indigenas en América. Quito, Editorial 
Casa de la Cultura Ecuatoriana, 1957. 404 pp. 30 sucres. 


The author examines the policies followed by the Governments of Mexico, 
Bolivia, Peru and Ecuador as regards the indigenous populations living 
within their borders. He sums up what has been achieved, either by these 
Governments themselves or by religious missions, international agencies or 
private institutions, in order to integrate the Indians into the respective 
national communities. 

Professor Rubio Orbe is a specialist in education, and it is from this 
particular point of view that he describes and analyses the action taken on 
behalf of the indigenous populations. He has chosen for his study the 
examples which seem to him most representative and at the same time most 
useful in Ecuador. As he himself points out, they were chosen also in the 
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light of the results achieved over a period of time, for only in this way could 
they be properly evaluated. The technical assistance work now going 
forward in Bolivia, Peru and Ecuador under the leadership of the I.L.O. 
would, he considered, need more time before its results became evident, 
and was therefore deliberately left out of account. 

In the first part of the book, which deals with Mexico, the author first 
examines the work done by that country’s Indian Institute through its co- 
ordination centres. He then describes the programmes and methods of 
C.R.E.F.A.L. (Regional Centre for Fundamental Education in Latin America) 
and what it has done with regard to the training of instructors for indigenous 
groups in: this particular field. Lastly, in a chapter on “ literacy through 
new principles and techniques ”, he sets out the Mexican experience and 
achievement regarding the fundamental education of the Indian population 
and what he regards as the most important lessons to be learnt from it. 

The second part deals with Bolivia. Having rapidly reviewed the dimen- 
sions of the indigenous population in that country and the new situation 
arising out of the profound changes in the economic and social structure of 

3olivia which were introduced by the Revolution of 1952, the author ana- 

lyses the main lines of the Government’s Indian policy, particularly as 
regards education. The experience obtained by the authorities before 1952 
in the Warizata, Caquiaviri, Llica and Vacas centres, and by the Canadian 
Baptist mission at Huatajata, is examined and summarised in greater 
detail. 

The third part, dealing with Peru, begins with a statistical review of the 
indigenous population and their general conditions of life. The author then 
stresses the Government’s determination to improve the position of the 
Indians. Next, he examines the programme of Cornell University and the 
results obtained at the Vicos centre, and the progress made by Muquiyayo 
as a typical instance of an indigenous community determined to develop. 
Lastly, he reviews the growth of the Indian primary school in Peru and the 
programmes of agricultural development, stock raising and fish breeding 
undertaken by the experimental farms which have been set up in various 
parts of the country. 

The fourth and last part deals with Ecuador. Here again the author 
begins with a.general review of the indigenous problem, and then examines 
the situation in some of the Indian communities of the Otavalo region, the 
achievements of the textile training centre in the same region, the work 
undertaken by the Ecuadorean Institute of Anthropology and Geography 
and by the travelling cultural extension service for the rural areas (S.A.R.E.C.). 
The achievements of the religious missions and of the Carlos Zambrano 
Rural Teachers’ Training College at Uyumbicho (which operates with the 
technical assistance of the Inter-American Co-operation Service) are the 
subject of separate chapters. The author closes by expressing the hope that 
greater care will be given to the training of indigenous educational per- 
sonnel ; this should be simpler on the theoretical side and at the same time 
more practical, so that the trainees may be able to undertake all the social 
tasks entrusted to them. : 

Professor Rubio Orbe’s work will be of particular interest to specialists 
in fundamental education, but will help sociologists, too, because he parti- 
cularly stresses the cultural factors which are inherent in the problems of 
integrating an indigenous population; and also because of the practical 
suggestions which the book contains. 


El Tratado de la Comunidad Econémica Europea (Mercado comtn europeo). 

Barcelona, Camara Oficial de la Industria; 1957. 221 pp. 

A Spanish text of the Treaty establishing the European Economic Com- 
munity, with the relevant annexes, protocols, conventions and declarations. 
These documents are preceded by a long introduction in which the authors 
examine the historical background, carefully analyse the various parts of 
the Treaty, and set out the position of the Spanish economy as regards the 
European Common Market and the free trade area. 
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Statistics. 


DEPARTMENT OF LABOR, BUREAU oF LABOR Statistics, United States, 
in co-operation with International Cooperation Administration. Economic 
Forces in the U.S.A. in Facts and Figures. ee 1957. xili+ 
188 pp. + tables and diagrams. 

The fifth edition of a compact compendium of social and economic infor- 
mation concerning the United States, covering thirteen broad topics, most 
of which are fairly closely related to labour. 


STATISTISCHES BUNDESAMT, Federal Republic of Germany. Consumers’ 
Expenditure. Original title: Der statistische Nachweis des privaten 
Verbrauchs. No. 1 of Studies on Statistics. Stuttgart, W. Kohlhammer, 
1957. 22 pp. 

The first of a series of pamphlets devoted to statistical subjects to be 
published by the Federal Statistical Office of the Federal Republic of 
Germany. In the first instance these are to consist of translations of articles 
that have appeared in the official publication Wirtschaft und Statistik, but 
subsequently the series will include translations of other publications of the 
Federal Statistical Office. 


Industrial Relations ; Employers’ and Workers’ Organisations. 


Caussin, André, and DE Vos, Michéle. Dix années d’expérience belge des 
systémes de suggestions. Série d’enquétes et expériences d’entreprises, 
No. II, Centre de recherches en économie et gestion des entreprises. 
Louvain, Université catholique, Institut des sciences économiques 


appliquées, 1957. 49 pp. 


CENTRO DE EsTUDIOS SINDICALES. La organizacién sindical espavola. 
Madrid, 1957. 232 pp. 


INTER-AMERICAN MINE-WORKERS’ FEDERATION. Memoria del ‘primer 
Congreso Interamericano de Tvabajadores Mineros, 1957, Lima, 25-30 abril, 
1957. First part : Spanish ; second part: English. Lima, 1957. 245 pp. 


Labour Law. 


Carozzi, Leo. Las leyes de 1944 sobre indemnizacién por despido. Montevideo, 
Editorial Medina, 1957. 129 pp: 


CESARINO JuNIOR, A. F. Direito social brasileivo. Cuarta edicéo ampliada 
> atualizada com a colaboracéo da advogada Ingeborg Sigrid GEeRson. 
Two volumes. Rio de Janeiro, Sao Paulo, Livraria Freitas Bastos, 
1957. Vol. 1: 443 pp. Vol. IL: 560 pp. ; 


DEVEALI, Mario L. Derecho sindical y de previsidn social. Tercera edicién, 
refundida y actualizada. Buenos Aires, Victor P. de Zavalia, 1957. 
430 pp. 

This treatise includes a methodical statement of doctrine on industrial 
associations, collective bargaining, collective disputes and welfare systems 
in the widest sense, as well as a descriptive study of the relevant legislation 
in Argentina with the changes following the Revolution of 1955. The 
new authorities there have considerably modified the regulations governing 
industrial associations ; simultaneous existence of several movements is 
facilitated, and minorities must be represented on trade union executives. 

Subjects studied in the first part are freedom of association (including 
the work of the International Labour Organisation in this field) ; protection 
of the right to organise ; the juridical nature of the collective agreement, 
the position of third parties in this regard, and the Collective Agreements 
Recommendation, 1951, adopted by the International Labour Conference ; 
collective disputes, both legal and economic ; conciliation and arbitration ; 
the strike, and the juridical and social problems which it raises. 





BIBLIOGRAPHY 487 


The second part deals with social security, social insurance and assistance. 
The author approaches this problem in the light of a theory which is new 
to labour law. Briefly, he says that the right to social security, when 
it is recognised as extending to the whole population, will have absorbed 
many. other rights and institutions which are now characteristic of labour 
law, perhaps including—to some extent at least—the right to work itself. 


Manageinent. 


ARBEITSWISSENSCHAFTLICHES INSTITUT DES R.E.F.A., E. V. DARMSTADT. 
Fortschrittliche Betriebsfiihrung. Band 3: Durchbruch in die Zukunft. 
Band 4: Neue Beitrage zu den Themen : Die Mitarbeiter — Das Arbeits- 
studium. Berlin, Cologne, Frankfurt-on-Main, Beuth-Vertrieb G.m.b.H.., 
1957. Band 3: 172 pp.; Band 4: 166 pp. 4.80 marks (each volume). 
Two new volumes of a series containing a selection of articles from 

foreign journals, collected and published by the German Institute for Work 

Study (R.E.F.A.) in Darmstadt. Volume 3 places particular emphasis on 

preparation for the business of the future and Volume 4 on personnel 

management problems and problems connected with work study.! 


ISTITUTO PER L’ADDESTRAMENTO NELL’INDUSTRIA. L’istruzione sul lavoro 
secondo il metodo T.W.I. No. 17 of the series 1 Capi intermedi nella 
moderna economia industriale. Milan, Franco Angeli, 1957. 125 pp. 
500 liras. 

This. is the seventeenth in a series of short practical handbooks for 
supervisors on various aspects and techniques of supervision in a modern 
undertaking, and is devoted to the training method known as Training 
Within Industry (T.W.I.). Other volumes refer to subjects such as the 
supervisor as a representative of management, maintaining quality 
standards, how to organise your own work, cost control, how to maintain 
and improve productivity, simplification of methods of work, maintenance, 
discipline and human relations, distribution of work, co-operation with 
other supervisors and with superiors, job analysis and job instruction. 


Manpower. 


JaccarD, Pierre. Politique de l'emploi et de l'éducation. Bibliothéque poli- 
tique et économique. Paris, Payot, 1957. 256 pp. 1,500 francs. 

This book is intended for educators and for economic and political 
leaders. The author, who is president of the School of Social and Political 
Sciences at the University of Lausanne, draws on his long experience as a 
university teacher in Switzerland and the United States and as head of 
various vocational schools. He has brought together papers previously 
published in different scientific journals, and these—with additions—now 
fall into place as parts of a comprehensive attempt to throw light on the 
various aspects of a question which may be stated under the following two 
heads : What are, and what will be the repercussions of technical progress 
on the employment situation and consequently on occupational life and the 
choice of a vocation? And—in the light of the facts as they exist—what 
trends should be introduced now into programmes of vocational education, 
guidance and training, so that the rising generation may be equipped to 
meet the future requirements of the economy and the new destinies of 
civilisation, and so that distortion and the risk of technological unemploy- 
ment may be avoided ? 

Relying on the arguments of Allan G. B. Fisher, Colin Clark and 
J. Fourastié, which he illustrates with recent examples, the author seeks to 
demonstrate that wherever technical progress has exerted an influence, and 
particularly in the industrialised countries of the West, there is—on the one 


1 For a note on the first two volumes see International Labour Review, Vol. LXXV, 
No. 4, Apr. 1957, p. 385. 
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hand—modification of the breakdown of the working force between the 
primary, secondary and tertiary sectors, i.e. a gradual decrease in the first 
of these sectors to the advantage of the second and third ; and—on the other 
hand—a pronounced rise in the standard of living thanks to increased 
productivity and greater national incomes. Inversely, in the countries where 
the economy remains stagnant and standards of living are low, the main 
feature of the employment situation and the structure of the working force 
is the predominance of primary activities, and particularly of agriculture, 
which takes up the major part of the nation’s productive effort. Displace- 
ment of manpower from the primary sector to the others thus appears 
essential to economic and social progress, and any action hindering this 
movement cannot fail to cause a regrettable delay in progress. In the 
economically developing countries, where the new techniques, and particu- 
larly automation, are leading to the disappearance of many trades which 
require manual skill, there is a displacement of manpower into new activities 
requiring skills which belong rather to the tertiary sector, than to industry. 
This effect of technical progress, very far from diminishing the employment 
openings available, is not only enriching the tertiary sector with new voca- 
tions but is causing a big increase in the manpower needs of the older branches 
of this sector, such as medicine and related occupations and all branches of 
education. Another tendency within the tertiary sector, including transport, 
is towards a gradual decrease in the physical effort required. A similar trend 
may be observed also in agriculture and industry, where many jobs are being 
mechanised or “ intellectualised ” ; hence the relative increase in the number 
of salaried as compared with wage-earning personnel throughout these two 
sectors. : 

In the author’s view, therefore, there is no reason to fear technological 
unemployment—on the contrary, this large scale transfer of human effort 
from the manual to the intellectual level should be welcomed ; still, it would 
be disastrous not to have regard to these developments when members of the 
rising generation are prepared for and helped to choose their occupation. 
The same developing situation should also be reflected in a policy of employ- 
ment forecasting, on which the necessary reform of vocational education, 
guidance and training programmes can be based. On all sides there are 
already indications of the urgent need for highly skilled specialists in the 
tertiary sector and, in industry, for highly skilled personnel able to perform 
several kinds of work ; these needs can be met only by throwing open the 
secondary schools, technical schools and universities to the most deserving 
pupils, whatever their social origin, and by modifying the subject-matter of 
vocational training. 

It is around these essential doctrines that the author has grouped the 
papers which now make up the first part of this book, ‘‘ The Conditions of 
Economic and Social Progress”. The second part, “ Development of 
Secondary and Higher Education ” is very carefully documented. Here the 
author draws a comprehensive picture of the methods of education at the 
secondary and higher levels which are used in various European countries, 
the United States and the Soviet Union—a picture which indicates the 
present trend of ideas regarding education and will help to stimulate the 
necessary efiorts on the part of the authorities dealing with education and 
employment. Lastly, all those concerned with the problems at issue will 
find here a mine of valuable bibliographical references. 


New York LIFE INSURANCE COMPANY, CAREER INFORMATION SERVICE. 
Guide to Career Information. A Bibliography of Recent Occupational 
Literature. Foreword by Devereux C. Jos—epHs. New York, Harper & 
Brothers, 1957. x-+203 pp. 


WoRLD CONFEDERATION OF ORGANIZATIONS OF THE TEACHING PROFESSION. 
Teacher Shortage—Causes and Remedies. Washington, 1957. 60 pp. 
This publication, which aims to focus world-wide attention on basic 

educational needs, contains reports of educational facts and information 

about 32 countries obtained by the World Confederation of Organisations 
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of the Teaching Profession (W.C.O.T.P.) from national teachers’ organisa- 
tions in response to a questionnaire. These reports served as a basis for 
discussion of the topic “ The Shortage of Teachers—Causes.and Remedies.” 
at the Assembly of Delegates attending the annual session of the W.C.O.T.P. 
held from 2 to 9 August 1957 at Frankfurt, Germany. 

The first five items of the questionnaire were designed to throw some 
light-upon the term “ shortage ” by securing data on the number of students 
enrolled in elementary and secondary schools, the age of compulsory school 
attendance, and the length in years of elementary and secondary education 
in various countries. The subject of the remaining items dealt with teacher 
preparation, employment of non-qualified teachers, and the present and 
future situation in regard to teachers. 

The final part of the publication consists of a summary of the discussions 
of four aspects of the problem of the shortage of teachers, namely (1) What 
constitutes a reasonable and proper teacher load (the number of children per 
teacher) and how is this related to teacher shortage ? (2) What devices and 
procedures have been used to meet quantitative standards, and have these 
been at the expense of quality of preparation of teachers ? (3) Economic 
causes and remedies of the teacher shortage. (4) Non-economic causes and 
remedies of the teacher shortage. 


Vocational Guidance and Training ; Rehabilitation. 


BAUMGARTEN, Franziska. Exdmenes de aptitud profesional. Teoria y prdac- 
tica. Traduccién espanola revisada y puesta al dia con la colaboracién 
de J. GERMAIN y otros colaboradores. Barcelona, Madrid, Buenos Aires, 
Rio de Janeiro, Mexico City, Montevideo, Editorial Labor, 1957. 
xii+ 722 pp. 

DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE, OFFICE OF EDUCA- 
TION, United States. Education in the U.S.S.R. By Division of Interna- 
tional Education, International Educational Relations Branch. Bul- 
letin No. 14, 1957. Washington, 1957. xiv+226 pp. $1.25. 

One of a series of studies on education undertaken to provide information 
and assistance to schools, non-governmental and governmental agencies 
and officials, as well as to other groups and individuals, this bulletin presents 
a full picture of the Soviet educational system ranging from pre-school, 
primary and vocational education to teacher training and higher professional 
training, including administration and planning. Although more complete 
and up-to-date statistics have become available since the completion of this 
work, it was not considered that they would substantially alter the major 
conclusions reached. However, the effects which the reorganisation of 
Soviet economic administration, initiated in May 1957, were expected to 
have on the educational administrative hierarchy were not yet foreseeable 
and are therefore not dealt with. The work constitutes a useful general 
manual on Soviet schools and training programmes of all types including 
those run under the Labour Reserve Administration. Occasionally compari- 
sons are made with certain features of the United States educational system, 


Korot, Alexander G. Soviet Education for Science and Technology. 
New York, published jointly by the Technology Press of Massachusetts, 
Institute of Technology, Cambridge, and John Wiley & Sons ; London, 
Chapman & Hall Ltd., 1957. xxv+513 pp. 

This book aims at presenting a general outline of the entire educational 
system of the Soviet Union from elementary through graduate school, and 
at selectively illustrating in some detail Soviet training in physics and 
mechanical engineering. Although not meant to be a comparative study, 
some statistical and other references to the American educational scene and 
some direct comparisons have been made by presenting Soviét data against 
the American background. The first four chapters deal with the organisation 
of education through the secondary and subprofessional levels, including the 
major alternatives to academic advancement, such as labour and vocational 
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training programmes. The major part of the book, however, is devoted to 
Soviet undergraduate and graduate training. Soviet curricula in physics 
and a typical university course in mechanical engineering are compared with 
the most nearly equivalent curricula at the Massachusetts Institute of 
Technology. According to the author the nature of the Soviet educational 
system can be understood only if the degree of state control over manpower 
resources is fully taken into account. The great increases in Soviet college- 
level enrolment are considered to be largely attributable to the expansion of 
correspondence school education in recent years. Yet, in spite of the large 
deficit in the birth rate during and immediately after the Second World War, 
a growing number of graduates from the so-called “ ten-year” schools 
(from 7 to 17 years of age) are apparently failing to gain admission to higher 
education because of the shortage of appropriate training facilities. This 
development constitutes, in the author’s opinion, one of the pressing socio- 
logical problems in the Soviet Union today. In the solely technical sense the 
quality of Soviet education at its best is considered to be very high. Beyond a 
certain minimum of general education, the present system is said to be 
concentrating exclusively on specialised training at vocational, subprofes- 
sional and professional levels. One of the author’s finai conclusions is that 
the nature of the Soviet challenge is not expressed in numbers, nor even in 
quality, but in the degree to which national education and training efforts 
and performance are consonant with national goals. 


Conditions of Work. 


Dirks, Heinz. Psychologische Faktoren der Berufsarbeit. Géttingen, Verlag 
fiir Psychologie Dr. C. J. Hogrefe, 1957. 172 pp. 19.50 marks. 


MutuH, C. Opzanu3zayun 3apabomxod naamol u npouz60dumeAbHOcmb’ mpyda 
6 cmpoumeascmee. Moscow, Tocctpoiiusgat, 1957. 42 pp. 1.45 roubles. 
A brief study of the problems of wages as related to the raising of labour 
productivity in the construction industry of the U.S.S.R. The author, 
S. Mitin, examines the new wage agreements which have come into force 
since the beginning of 1958, and gives several examples of the systems 
of payment used in the Soviet construction industry. . 


Social Security ; Public Health. 


COMMISSION ON HosPITAL CARE. Hospital Care in the United States. A 
study of the function of the general hospital, its role in the care of all 
types of illness, and the conduct of activities related to patient service, 
with recommendations for its extension and integration for more adequate 
care of the American public. Cambridge, Massachusetts, published for 
the Commonwealth Fund by Harvard University Press, 1957. xxiv 
631 pp. $4.50. 

This exhaustive inquiry into hospital needs in the United States contains 
a wealth of material that may also be of interest to other countries. 

Among the recommendations which cover the entire field of hospital 
organisation, staffing and financing may be mentioned the setting up of a 
single state agency responsible for integrating hospital programmes and 
handling the distribution of all state and federal funds ; the development of 
an integrated state plan for the extension of hospital and public health 
facilities, and special inducements to attract and hold the interest of 
physicians and nurses in rural areas. 

DouBLET, Jacques, and Lavau, Georges. Sécurité sociale. Manuels juri- 
diques, économiques et politiques “ Themis”. Paris, Presses universitaires 
de France, 1957. 651 pp. 1,660 francs 
This book provides students of law and economics with a new approach 

to an important and complex field in which little guidance is yet available. 
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Although also dealing with the various French social security schemes, 
it differs widely in conception from the recent study by Rouast and Durand.! 
The definition of social security here given is more legal, less extensive ; 
it is closely related to the subject-matter of social security legislation and 
makes no attempt to cover the whole economic and social content of the 
notion “security ’”’: full employment policy, for instance, is excluded. 
However, within the remaining field, the authors are the more able to go 
beyond strictly juridical analysis and concentrate on administrative, socio- 
logical and even political realities. The book aiso contains useful information 
on foreign legislative schemes. 

The exposition of the present French system takes up all the voluminous 
first part of the work and is indeed its essential object. This is, however, 
preceded by a rapid review of the various forms of protection against social 
risks ; the French system is thus shown as a continuation of the historical 
process which, starting with the German Act of 1883, has led up to the 
appearance of the modern forms of social security ; and particular attention 
is given to the vicissitudes of the various disjointed French schemes before 
1939. The authors’ description of the system that arose in their country 
out of the 1945 reform follows on this review of the recent past : it provides 
an over-all picture in which the general scheme for employed persons in 
commerce and industry stands.in the foreground, although a place is found 
also for the agricultural scheme, the more important special schemes, the 
independent old-age insurance funds, the supplementary schemes and the 
arrangements for applying social security in Algeria and the Overseas 
Departments. 

At every stage in this part of their book the authors have sought to 
bring together all that relates to coverage against each principal class of 
risks. This intention proceeds clearly from the arrangement of the text 
itself : instead of the classic division according to branches of social security, 
the distinction is made between the protection provided—by a combination 
of techniques—to prevent or to moderate groups of contingencies which, 
from the individual’s point of view, belong together ; accordingly, successive 
chapters in the study of the French system deal with protection of health, 
protection of the worker, protection of the old, protection of widows, pro- 
tection of the family, and public health. Each of these chapters brings 
together all the elements which are necessary to evaluate the means used 
in the field in question ; thus a large place in “ protection of health” is 
allotted to the organisation of medical care and hospitals; “ protection of 
the worker ” links welfare arrangements for the unemployed with compen- 
sation for employment injuries ; “ protection for the old ” introduces into 
the complexity of French legislation the clarifying principle that proceeds 
from its historical development ; and “ protection of the family ” stresses 
the demographic objective.and the relative importance of this form of 
social security and brings out the advantages which families obtain from a 
combination of social insurance and family benefits. The legal analyses 
contained in these chapters are enhanced by historical, economic, sociological 
or political considerations which throw light particularly on the origin of 
the solutions found for organisational problems—e.g. the principle of the 
single fund, the democratic administration of social security institutions, 
and the establishment of special schemes for self-employed workers. A 
similar merit resides in the authors’ examination of the financial arrange-. 
ments of the general scheme : analysis of the actual structure is supplemented 
by a description of the machinery of financial administration and a reference 
to the problems raised by fluctuations in receipts and expenditure ; these 
are related to their causes and to the search for appropriate solutions. 

In the second part, “ Results and Problems of Social Security ”, the 
authors rise above a mere description of social security schemes and their 
operation, and evaluate in general terms the role of social security as an 
instrument for reaching social equilibrium. This attempt, which follows 


1 See International Labour Review, Vol. LX XVII, No. 2, Feb. 1958, p. 185. 
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familiar paths when dealing with the economic repercussions of social 
security finance, the relations between social security and demography or 
the essential contribution made by social security to public health, opens 
fresh ground when it relates social security to technical progress or to 
sociology. In this last regard the authors add considerably to the number of 
suggestions previously made and extend their scope ; they finally propose a 
comprehensive programme of research into family, economic, historical, 
juridical and even religious sociology as well as ethnography, education and 
the study of social strata ; they also stress the value of social security sta- 
tistics as a means of undertaking certain special surveys. 

The third part describes foreign social security legislation in a series of 
brief monographs. Furthermore, it faces the problems raised by the growth 
of international social security law, dealing with these in their legal and 
economic aspects, at the regional as well as the general level, and also as 
regards the complementary techniques of international multilateral conven- 
tions and bilateral agreements. 

Considerable space in this book is devoted to administrative questions 
and methods. The text is accompanied by diagrams, graphs, statistics and 
documents (including a topical statement on the reimbursement of medical 
fees, made by the Minister of Social Affairs to the board of the Confederation 
of French Medical Unions). Finally, almost every chapter or section is 
followed by its special bibliography ; and a detailed general index facilitates 
use of the volume as a whole. 


LEVINE, Sol, ANDERSON, Odin W., and Gorpon, Gerald. Non-Group Enroll- 
ment for Health Insurance. A Study of Administrative Approaches of Blue 
Cross Plans. Cambridge, Massachusetts, Harvard University Press, 
1957. xi+171 pp. $5. 


Raynes, Harold E. Social Security in Britain, a History. London, Sir Isaac 
Pitman & Sons Ltd., 1957. vii+224 pp. 30s. 


SOcIAAL-ECONOMISCHE RAAD, Netherlands. Advies inzake de herziening 
van de invaliditeitsverzekering. Uitgebracht aan de Minister van Sociale 
Zaken en Volksgezondheid. The Hague, 1957. 114 pp. 

The Socio-Economic Council of the Netherlands, advising the Govern- 
ment on a revision of the existing invalidity insurance scheme, which now 
covers employees whose income does not exceed prescribed limits and pro- 
vides for a modest pension only, recommends that insurance be extended to 
employees without income limit, but with a ceiling on earnings for the purpose 
of computing contributions and benefits. Partial invalidity should also be 
covered, the present system. covering any loss of earning capacity of at least 
two-thirds. Four groups of invalidity (0-25, 25-50, 50- 75 and 75-100 per 
cent.) are envisaged. For the first group, no pension would be paid ; for 
the second, 20 per cent. of the earnings taken into account would be paid ; 
for the third, 45 per cent., and for a higher degree of invalidity, 70 per cent. 
These pensions would be adapted to the general wage index, as are old-age 
pensions. The system should be financed by contributions. Some members 
of the Council are of the opinion that contributions should be at a uniform 
percentage of earnings within the ceiling ; others would leave the fixing of 
the rates to the industrial associations acministoring insurance. A contribu- 
tion rate of 2.5 per cent. is envisaged. 

Invalidity insurance should be administered by industrial associations 
of employers’ and workers’ organisations. 

Special attention should be paid to rehabilitation. 


WICKENHAGEN, Ernst. Zwischenstaatliches Sozialversicherungsrecht. Eine 
Einfiihrung. Fortbildung und Praxis, Heft 36, Schriftenreihe der Zeit- 
schrift ‘“ Wege zur Sozialversicherung ”. Bad Godesberg, Asgard-Verlag, 
1957. 136 pp. 7.20 marks. 

An analysis of the background, the aims and the structure of the different 
reciprocal social security conventions and agreements concluded by the 
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Federal Republic of Germany on a bilateral or multilateral basis with other 
countries, including two international labour Conventions (the Equality of 
Treatment (Accident Compensation) Convention, 1925, and the Social 
Security (Minimum Standards) Convention, 1952), both ratified by the 
Federal Republic. It contains a survey on the structure and the work of 
the International Labour Organisation, the International Social Security 
Association, the International Association of Mutual Benefit Societies, and 
the different European organisations, in particular the aspects of the work 
of these organisations and associations in the field of social security. 


Living Conditions ; Workers’ Education. 


CAVALLI, Luciano. IJnchiesta sugli abituri. Prefazione di Gianni BAGET- 
Bozzo. Le inchieste dell’Ufficio Studi Sociali e del Lavoro del Comune 
di Genova, No. 1. Genoa, 1957. xv+111 pp. 500 liras. 


COLONY OF SINGAPORE, COMMITTEE ON MINIMUM STANDARDS OF LIVELI- 
HOOD. Report of the Committee. Singapore, 1957. vi+71 pp. §2. 


Agriculture. 


AGRARSOZIALE GESELLSCHAFT E. V., GOTTINGEN. Das Arbettsrecht in der 
Landwirtschaft. Von W. SIEBERT, mit Diskussionsbeitragen von Fr. W. 
VON LOEWENSTEIN und W. Lojrwsk1. Schriftenreihe fiir landliche 
Sozialfragen, Heft 21. Hanover, M. & H. Schaper, 1957. 96 pp. 8 marks. 
A comprehensive study of the development and present state of agri- 

cultural labour law in the Federal Republic of Germany. 

In the introductory part, a detailed account is given of the relationships 
and differences between general labour law and agricultural labour law 
which, owing to the particular conditions of work in agriculture, is charac- 
terised by a number of special regulations. This is followed by a short 
review of the position and importance of agricultural employers’ and work- 
ers’ organisations, the main emphasis in this section being placed on the 
right of association, the right to bargain collectively and the right to strike. 

The following chapters analyse the main features of the various cate- 
gories of agricultural workers, the prevailing system of labour contracts for 
wage earners paid by the hour, for wage earners provided with food and 
lodging by their employers and for agricultural apprentices. 

The last parts discuss special legislation and regulations for the protec- 
tion of children and young workers and for women workers in agriculture. 
A comprehensive list of reference material and of collective agreements 
concluded between agricultural employers’ and workers’ organisations since 
1919 is appended. 


- Gesundheitswesen auf dem Lande. Mit Beitragen von W. SCHNELL, G. 
JuNGMANN, K. SCHILDWACHTER, G. KLEps, M. BLascueE und J. F. V. 
DENEKE. Schriftenreihe fiir landliche Sozialfragen, Heft 23. Hanover, 
M. & H. Schaper, 1957. 48 pp. 4.20 marks. 

A series of articles dealing with public health and health education in 
rural areas in the-Federal Republic of Germany. A short introductory 
statement describes the different institutions and organisations concerned 
in this matter. The articles that follow review in greater detail the tasks 
and activities of the rural doctor, the district medical officer, the rural 
teacher, the agricultural and home economics services and the press. The 
authors conclude that it is the rural family which is in the first place res- 
ponsible for the health of its members, but they also stress that more should 
be done in the field of medical advice and of advice on matters of hygiene 
in order to encourage self-help. 
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AGRICULTURAL ECONOMICS RESEARCH ‘INSTITUTE, UNIVERSITY OF OXFORD. 
The Agricultural Register (New Series). Changes in the Economic Pattern, 
1956-7. Oxford, 1957. viii+234 pp. 21s. 

The first volume of the new series of the Agricultural Register which 
was last published for 1938-39. It contains a description and an interpreta- 
tion of recent changes in the economic pattern of British agriculture and 
covers the following main subjects: Development of Agriculture and 
Government Policy ; Marketing and Prices ; Imports ; Labour ; Land and 
Capital ; and Inputs. 

The facts on which this book is-based are derived from detailed informa 
tion on prices and supplies, farm costs and management and agricultural 
policy, as published by government departments, marketing boards, 
research institutes, trade associations and various other organisations 

The purpose of the book is to give a concise and impartial account oi 
the present-day position of British agriculture in most of. its various aspects 
“ for the use of all those concerned either in the field of action or education 


Loomis, Charles P., and BEEGLE,.J. Allan. Rural Sociology, the Strategy of 
Change. Englewood Cliffs, N. J., Prentice-Hall, Inc., 1957. xvi+ 488 pp. 
An introduction to rural sociology dealing in particular with the changing 

patterns of society as well as with the means by which such changes may be 

achieved. The authors have made ample use of illustrative examples to 
present their ideas in an easily assimilable manner 


RODUCCION 


MINISTERIO DE AGRICULTURA, DIRECCION GENERAL DE P 

AGRARIA Y PESQUERA, Chile. La agricultura chilena en el quinquenio 

1954-1955. Santiago, 1957. 285 pp. 

Chapter I of this publication contains data on total urban and rural 
population, on internal migration and on the economicaliy active population. 
Productivity of labour is handled in a section of Chapter VI on agricultural 
prices and incomes. Chapter VIII deals with the granting of agricultural 


credits and with the development of credit. Chapter XI sets out general ideas 

on co-operation and describes the agricultural co-operative movement in 

Chile. 

PINCHEMEL, Philippe. Structures sociales et dépopulation rurale dans les 
campagnes picardes de 1836 a 1939. Etudes et mémoires du Centre 
d’études économiques, No. 34. Paris, Librairie Armand Colin, 1957 
232 pp.+charts. 
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A selected bibliography of pertinent books and articles in American 
and foreign periodicals. 


$1.50 a copy WORLD PEACE FOUNDATION $3.50 a year 
$5.00 @ year 40 Mt. VERNON St., Boston 8, Mass. ee ae 











INDIAN LABOUR GAZETTE 


Issued Monthly by the Government of India, Ministry of Labour, 
Labour Bureau, Simla 


Contains up-to-date information relating to labaur in India, e.g. labour legislation, summaries of import- 
ant awards and decisions of various High Courts, labour news from states, labour welfare, living conditions 
summaries of reports and inquiries ; also special articles on important topics connected with Indian labour 


and statistics of industrial disputes, absenteeism, employment, service, wages and earnings, cost of living, 


retail and wholesale prices, trade unions, etc. 


Rates of subscription: Rs. 19.50 per annum ; Rs. 1.62 per copy 
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Systems of Social Security 


A series of handbooks on national systems of social security 
prepared by governments according to a plan drawn up by the 
International Labour Office. 

The series presents, for each country, the social security legisla- 
tion and the administrative practice in sufficient detail for the reader 
to understand how the system works. The uniform plan makes it 
easy to compare the different ways in which national systems attain 
similar objectives. The terms and classification used in the plan are 
designed to contribute to the development of a recognised metho- 
dology of social security. 

The plan of the handbooks was devised to enable governments 
to include in the description of their national systems all schemes 
which protect the whole population, the gainfully occupied popula- 
tion and their dependants, or other special groups, in respect of 
maternity, child maintenance, medical care, maintenance of com- 
munity ‘health, incapacity for work, unemployment, old age, funeral 
and death of the breadwinner. 


The following volumes have been issued in this series : 


New Zealand. 


Prepared by the New Zealand Government. 
67 pages ' Price : 40 cents ; 2s. 


United States. 

Prepared by the United States Department of Health, Education 
and Welfare. 
106 pages Price : 75 cents ; 4s. 6d. 


Great Britain. 

Prepared by the United Kingdom Ministries of Pensions «nd 
National Insurance and of Health. 
73 pages Price : 60 cents ; 3s. 6d. 




















The LL.O. 


The International Labour Organisation is an intergovernmental agency, of which 
79 countries are members. Representatives of governments, of management and of 
labour organisations participate in its work. It was established in 1919 and entered 
into relationship with the United Nations as a specialised agency in 1946. 


Its purpose is to promote social justice in all the countries of the world. To this 
end it collects and disseminates information about labour and social conditions, for- 
Mulates international standards and supervises their national application. It also 
engages in operational activities and provides technical assistance in carrying out 
social and economic development programmes. 


The machinery of the Organisation consists of— 


The International Labour Conference, which is the supreme body of the Organisa- 
tion. It constitutes a world forum for labour and social questions. National dele- 
gations to the annual meetings comprise four delegates, two representing the 
government, one representing management, and one representing labour ; each 
delegate speaks and votes independently, so that all points of view find full 
expression. 

The Governing Body, composed of twenty government representatives, ten 
representatives of management and ten representatives of labour, which is the 
executive council of the Organisation. 


The International Labour Office, which acts as a secretariat, an operational head- 
quarters, a world information centre and a publishing house. It is staffed by 
experts drawn from many different countries, whose knowledge, experience and 
advice are available to all nations which are Members of the Organisation. It has 
branch offices and correspondents in many countries. 


‘The Conference adopts international labour standards which are formulated in 
special international treaties called Conventions, and in Recommendations. These are 
based on careful fact-finding and discussion. As a two-thirds majority of the Con- 
ference is required for their adoption they represent the general agreement of informed 
world opinion. The decisions of the Conference are not automatically binding, but 
governments must submit the Conference standards to their national legislatures. 
When the legislature accepts a Convention the government is bound to apply it. 


On the operational side the I.L.O. provides governments with expert advice and 
technical assistance in matters connected with labour and social policy. For this 
purpose it has established in various parts of the world field offices which serve as 
centres for assistance to governments in such matters as building up employment 
’ services, increasing productivity, the development of training facilities and the 
administration of social security programmes. The I.L.O. participates in operating 
the United Nations Expanded Programme of Technical Assistance. 


The work of the Organisation also includes the holding of regional conferences, 
sessions of Industrial Committees to discuss the problems of particular industries on 
an international basis, and a variety of specialised technical meetings. 


All these activities are closely co-ordinated with a view to fulfilment of the purpose 
for which the International Labour Organisation was created—the promotion of 
social justice and peace. 
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Catalogues and publications may be obtained at the following addresses : 
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